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In 1834, when the German Zollverein went into operation, 
there were within the limits of the present German Empire 
between 30 and 31 millions of people. The vast majority of 
them were then supported by agriculture; industry and com- 
merce, so far as they were then developed, were carried on on a 
small scale. In 1905, on the other hand, there existed on the 
same soil 60.6 millions of people. The excess of births over 
deaths was even greater than these figures would lead us to 
suppose. For several decades Germany has lost great numbers 
of her citizens by emigration. Millions of emigrants have found 
a new home in the United States. In the last fifteen years, how- 
ever, this emigration has greatly diminished. The population 
tends to remain in Germany, and there to obtain its livelihood. 
In what way, then, has this surplus of population obtained its 
support? How has it come about that nearly twice as many 
people now live in Germany, and are richer, better fed, and 
better housed, than in 1834? 

In answer to this question, it is to be noticed that only a 
small proportion of this surplus population is engaged in agricul- 
ture. There can be no question that agricultural effort has 
become more productive: there has been more efficient specializa- 
tion, industrial by-work has been separated from agriculture, 
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and the agricultural processes have been rendered more effect- 
ive; moreover, there have been great improvements made in the 
technique of agriculture and in the methods of selling agricul- 
tural products, etc. However this may be, the great bulk of the 
increased population does not obtain its support by agriculture. 
The census returns show that Germany is becoming more and 
more an industrial nation. Not that the farms have been 
deserted, but that the surplus of population has been turned into 
industry, commerce, and transportation. It is a well-known 
fact that, in 1895, out of every 100 of the population engaged in 
gainful occupation, 37.5 were occupied in agriculture, forestry, 
and fisheries, and 48 in industry, commerce, and transportation.’ 

During this transformation of Germany into an industrial 
nation the population of the cities increased enormously. We 
can also observe the effects of this same process in the statistics 
of foreign commerce. In the returns of 1837-39. wheat, rye, 
etc., made up a large part of the then small exports; while the 
excess of exports of cereals over the imports had a value of 
nearly 30 million marks. In contrast with these figures it is to 
be observed that today the imports of Germany consist princi- 
pally of food-stuffs and raw materials of manufacture, while 
the exports consist of manufactured articles. 

At the very time of the industrial transformation a trans- 
formation of taxation was going on. Seventy years ago the 
agricultural population paid the largest part of the taxes. While 
today a greater sum of taxation per capita is of course collected, 
yet this is paid chiefly by people other than agriculturists. Even 
those politicians who do not at all approve, and who do not fully 
acknowledge the magnitude, of the industrial transformation, 
have joined energetically in the work of lightening the agri- 
cultural taxation and of increasing the burden upon the non-agri- 
cultural population. Prussia, which represents three-fifths of 
the German population, may be taken as typical. In 1go1 the 
town population of Prussia paid an income tax of 8.61 marks 


*See W. Sombart, Die deutsche Volkswirtschaft im neunzehnten Jahrhun-_ 
dert (Berlin, 1903); H. Rauchberg, Die Berufs- und Gewerbe-Zahlung im 
Deutschen Reich vom 14. Juni 1895 (Berlin, 1905): Schriften des Vereins fiir 
Sozialpolitik, Vol. L, p. 92 (Leipzig). 
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per capita, or 126.5 million marks, to the state; while the rural 
population paid 2.16 marks per capita, or 41.6 million marks 
in all. In these figures the payments of corporations are not 
included; if they were, their income tax would increase still 
more the relatively greater contribution of the non-rural popu- 
lation. 

The question before us is whether the economic policy of 
Germany has been properly adapted to the industrial trans- 
formation or not. In order to answer this fundamental question, 
we must study not only the customs duties and commercial 
treaties, but also, in the period since 1880, the transportation 
policies of the state railways, as well as the development of 
inland waterways; and we must not omit to take some notice of 
the German constitutional situation. 

From 1834 to 1848 it was the policy to develop German 
industries by protective duties which were steadily raised. Not 
only was this policy enforced by customs duties, but still greater 
assistance was rendered by public funds which have been devoted 
from that time to the present day to industrial as well as to agri- 
cultural instruction. Nevertheless, the sacrifices imposed upon 
the nation by duties of a protective nature, based on the “infant 
industries” argument, were not unimportant. After 1862, how- 
ever, the commercial policy was modified. The industrial exports 
had increased. The government had come to believe that the 
time had arrived for German industries to live without protect- 
ive duties. From 1862 to 1877, in some cases by commercial 
treaties, and in other cases by autonomous legislation, industrial 
duties were gradually lowered and abolished. Some few indus- 
tries were opposed to these free-trade measures; but down to 
1873 even those industries which complained of the tariff reduc- 
tion had made great progress after each free-trade reform. The 
agriculturalists, until 1875, made no opposition to free trade; on 
the contrary, both Conservative and Liberal agriculturalists 
were the most radical free-traders. 

During the first decade of the German Empire—more exactly 
from 1871 to 1878—the Liberal parties had a majority, not only 
in the Reichstag, or the federal parliament, but also in the diet 
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of the most influential state, Prussia. The elective franchise, 
however, is not the same for the federal as for the several state 
parliaments. The franchise for the Reichstag is quite demo- 
cratic—universal and equal suffrage with a secret ballot. In 
Prussia to the present time the political power of the electors 
varies according to the amount of direct taxes paid; nor do the 
electors have the secret ballot. People, therefore, who are 
dependent upon others are easily controlled by their employers 
and by state officials, if they should be inclined to elect opposi- 
tion candidates. 

Neither in federal politics nor in the politics of the several 
states is there realized what English-speaking people would call 
responsible party government. ‘The parties are numerous and 
at odds with each other. It is not the custom to call the party 
leaders into the government. Generally speaking, those persons 
are called to be members of the cabinet upon whom the monarchs 
can rely. Usually permanent administrative officers, sometimes 
also Conservative politicians, become ministers and secretaries 
of state. More rarely some Liberal business man not of nobie 
birth is made a minister ; but then he is expected to leave his party 
when entering the public service. As a consequence, the gov- 
ernment leaders do not have an organized control over the 
parties upon which they depend for a vote on the budget. 

Until 1878 Prince Bismarck had maintained close relations 
with the Liberal Party of that time. The agricultural laborers 
did not, on the whole, join in the Social Democratic movement, 
which then remained chiefly industrial. In fact, to the present 
time the agricultural laborers are not an organized factor in 
politics. To this very day they are controlled chiefly by the 
Conservatives and Clericals, or elements other than Liberals and 
Socialists. 

Until 1878 the political parties in Germany were not pri- 
marily the representatives of special economic interests. After 
the adoption of the protectionist programme by Prince Bismarck 
the character of the political parties was changed. Free-traders 
among the Conservatives and Clericals, and also among the 
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Moderate Liberals, disappeared. After 1879, Bismarck ruled 
Germany by majorities, made up at one time of Conservatives 
and Moderate Liberals, and at another time of Conservatives and 
Clericals. Those who voted for army and navy expenses were 
rewarded by special favors. These special favors consisted of 
measures “for the protection of German labor’’—that is, pro- 
tective tariff duties—and, after the nationalization of the rail- 
ways, of a protective policy carried out by railway rates. Special 
favors to the Clerical party appeared in the form of a revision of 
the anti-clerical legislation—that is, of the Kulturkampfgesetz- 
gebung. 

It would be an exaggeration to suppose that Prince Bismarck 
imposed protectionism upon Germany against public opinion; 
in truth he educated Germany to protectionism. Since 1875 
a protectionist movement was developing among the Conserva- 
tive landlords—a movement influenced by the effects upon the 
German market oi the importation of wheat from America and 
of cheap grain from Russia. Moreover, some industries which 
had suffered by the crisis of 1873 joined the protectionist 
alliance. The protected industries at the beginning would have 
preferred industrial protection without duties upon agricultural 
products; but, since they could not get protection for themselves 
alone, they favored what was called a system of solidarity of 
protectionists. Prince Bismarck himself, who had for many 
years been a believer in free trade, became in his old age a 
convinced protectionist. His great authority, in spite of the 
change in his convictions, contributed powerfully to the victory 
of protectionism; and the free-traders were driven into opposi- 
tion without political influence. 

The programme of the government from 1879 until 1890 
demanded protective duties both on food-stuffs and on manu- 
factured goods, but the free importation of raw materials for the 
use of industries. As far as possible, Prince Bismarck tried to 
avoid the establishment of tariffs by treaties; he believed in an 
autonomous tariff policy. Only in case the protectionists’ inter- 
ests were not at all affected, as in some treaties with Spain, Italy, 
and Greece, did he permit tariff rates to be affected. In the main, 


262 JOURNAL OF POLITICAL ECONOMY 


Prince Bismarck, like the mercantilists, believed that the 
advantage of one party through a commercial treaty was gained 
at the loss of the other. It was his purpose to reserve for Ger- 
many an opportunity to increase her protective duties, especially 
on agricultural products; and he increased them in 1885 and 
1887. On the whole, differential customs duties were not 
applied; generally speaking, all countries were equally well or 
badly treated. Germany demanded, and accorded to other 
nations, the treatment of the most favored nations; consequently 
there was little chance to obtain from other nations any promise 
not to raise their tariffs against Germany, since Germany her- 
self was not inclined to grant this condition. Only on special 
occasions, by virtue of the political situation, Germany con- 
trived to get such promises from some of the smaller powers. 
The greater powers, excepting England, but including Russia, 
the United States, Austria, and France, answered Germany by 
raising their tariffs on German articles. In several countries 
however, the protectionist movement had already become effect- 
ive before Germany changed her policy. 

Why did not the enhancement of foreign tariffs have a more 
injurious effect upon Germany’s exports? Until 1892 this 
result must be placed to the credit of France. The French gov- 
ernment had until 1892 maintained the policy of entering into 
tariff treaties with European countries; consequently, a general 
rise of tariff must in some measure be hindered, and as a 


result of claiming the rights of the most favored nation Ger- 
many’s export’ received the advantage of the attitude taken by 
France. 


Apart from the influence of the protectionist policy upon her 
foreign trade, it is now necessary to discuss its effects upon the 
internal development of Germany. Until 1888 the prices of 
food in Germany were cheaper than in the period about 1870- 
73. The prices of grain in the world’s markets fell so low that, 
in the beginning, the effect of protection to agriculture only pre- 
vented prices from falling as much in Germany as they did for 
example in Great Britain. Consequently, at the start consumers 
did not feel any artificial rise in the prices of food. At the same 
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time, the agriculturalists did not cease to complain that the pro- 
tection to their products had not been sufficiently effective. So 
far as the non-agricultural industries were concerned, the effect 
was not the same for them all. The extractive industries, such 
as the mining of coal and iron, and those industries which trans- 
formed raw materials into half-finished goods, retained nearly 
the same advantages as under full free trade. After a period of 
wild competition, some of them combined into “cartells” or 
poois, and thus contrived to obtain, as sellers, higher prices in 
Germany than abroad. The protectionist railroad tariff, how- 
ever, would have caused some disagreeable effects, had not the 
inland waterways, especially the Rhine, given the means of 
cheap transportation for imports. 

The situation of those industries which bought half-finished 
goods from German producers and from abroad, and _ trans- 
formed them into finished goods, became much more difficult. 
These industries were accustomed to send a considerable part of 
their manufactured goods abroad. The “infant industries” argu- 
ment in favor of protection to manufacturers had at that time no 
validity at all for Germany. The true meaning of industrial 
protection was disclosed by enabling those who were able to 
combine into “cartells” to obtain higher prices within the country 
than abroad, and to employ the gain got from the domestic 
market in order to sell cheaply abroad; while those who were 
not able to form “cartells” were placed at a great disadvantage 
and were obliged to produce their goods at higher costs than 
under free trade. The latter class were, nevertheless, forced to 
export the excess of their products, but under more onerous 
conditions than before. Many industries, especially those which 
produce finished goods, work under circumstances which do not 
allow the formation of “‘cartells.’”” They produce a great variety 
of articles, the demand for which changes with changing 
fashions; or they are engaged in producing, not a few standard 
articles, but a great variety of objects. They do not want pro- 
tection; they want cheap materials and no obstacles to exporta- 
tion. Such industries have suffered from the protectionist 


policy. 
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Notwithstanding all of this, the industrial development 
brought some advantages to Germany. It is, to be sure, an error 
to praise the protectionist system as one which protects the 
weakest. On the contrary, in Germany it has worked in favor 
of the strongest industrial producers; and, so far as industry 
upon a large scale is more productive than that on a small scale, 
and so far as large production is an element of progress, it was 
furthered by the protectionist policy. 

But it would not be correct to ascribe all the progress of 
German industry to the effects of the tariff policy. Germany 
at that time had begun to reap the ripe fruits of inventions, of 
her excellent technical high schools, and of the system of obliga- 
tory primary schools. A period of uninterrupted peace, and a 
system of taxation which was less oppressive and less irrational 
than in some other European countries, favored the increase of 
capital. Moreover, the German banks in this period had learned 
how to apportion wisely the sums saved by the people between 
German and foreign investments, and thus to help efficiently in 
the development of industrial concerns at home. The courts of 
justice, and the state and the municipal administrations, were 
free from corruption, and, on the whole, had a beneficial influence 
on the economic life. The railway rates could have been cheaper, 
but there existed two advantages of a state railroad system which 
cannot be denied: highly efficient technical service and no 
preferential treatment of any private shippers. 

But there were not only the bright phases in the economic 
situation; there were also some dark ones; and of these dark 
phases there are some which yet exercise great influence. 

In other countries the existence of an opposition is regarded 
as healthy and beneficial. Where bureaucracy exists opposition 
is regarded as an evil. In Germany the opposition parties are 
not regarded as a necessary institution in working out the control 
of public life; moreover, the opposition parties are inclined to 
adopt a merely negative policy, since there will be no opportunity 
for them at any time to come into office and to assume responsi- 
bility. The character of the political situation under Prince Bis- 
marck is shown by the fact that people who voted formerly for 
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protection in fact voted also for army and navy expenses,and were 
thereby regarded as patriots. The free-traders, now chiefly Radi- 
cals and the Social Democracy, regularly voted against army and 
navy expenses, or at least against new taxes. The adversaries of 
Prince Bismarck’s policy at that time were usually termed “ene- 
mies of the empire.” After the nefarious attempts on the life of 
Emperor William I, the Social Democracy in particular was 
regarded until 1890 as a party of non-loyalists. The law against 
the socialists did not operate to check socialism, but it had two 
other effects: first, trade-unionism was repressed, and for a long 
time, even after the abolition of the anti-socialist law, it had little 
or no development; secondly, at each election for the Reichstag, 
or federal parliament, the extreme socialists gained more and 
more votes. It is to be observed, of course, that Bismarck’s 
policy did not aim only at the suppression of the socialists; he 
introduced laws, supported by the government, for a magnificent 
system of social insurance, by which the workman would obtain 
benefits when he became sick, or invalided by old age, or when he 
suffered from an accident. Still the workmen demanded equality 
of rights in the battle for better wages and shorter hours of work; 
they demanded freedom of movement, so long as they were not 
suffering from sickness, infirmity, or accident; they demanded 
political freedom, which ideal, in the eyes of the workmen, every- 
where seems to be realized by a radically democratic constitution. 
All these demands were not granted. The socialists were regarded 
as, and admitted themselves to be, revolutionaries and they were 
distinctly opposed to the monarchical constitution prevailing in 
government. As a consequence of this attitude, many prosecu- 
tions and convictions were carried on through the courts, and the 
administrative organs allowed themselves to engage in many 
persecutions. Those who were condemned were regarded by the 
workmen as martyrs, and the more they were persecuted, the 
more followers they obtained. Because of the political character 
given to the labor movement, trade-unionism was stunted, and, 
notwithstanding the importance of the industrial classes, and not- 
withstanding the universal suffrage, the political influence of 
these classes remained insignificant. 








266 JOURNAL OF POLITICAL ECONOMY 


By way of summary it may be said that until 1890, and to 
some extent to the present time, Germany’s industrial situation 
has been acknowledged only by a distribution of the burdens of 
taxation, but not by a distribution of political influence. It is to be 
added that the economic policy was adapted in some degree, but 
not perfectly, to the interests of industrial capitalists; while, on 
the other hand, the industrial workmen were not persuaded that 
in the new German Empire they had obtained their share of free- 
dom of movement and political influence. The future develop- 
iment of Germany is to be interpreted in the light of the fact that 
industrial capitalists and industrial workmen are not organized 
in one body for their common economic advantage. Therefore the 
agrarians retain a preponderating influence over the situation, 
which is not justified by the share which they carry of the 
burdens of the empire and of the several states. 


II 


After Bismarck’s dismissal, in 1890, it seemed for a short 
time as if a radical change in the situation was at hand. Bis- 
marck’s successor, General von Caprivi, was by conviction a Con- 
servative, hut his benevolent and righteous disposition did not 
incline him to maintain the violent methods which Bismarck’s 
genius had adopted in the last decade of his domination. The 
social and commercial policy of the empire was radically changed. 
In place of anti-socialist legislation, great progress was made 
in legislation for the protection of women and children in fac- 
tories. Instead of a policy of violent suppression directed against 
those of foreign nationalities living in Germany, there ensued 
for a few years a policy which aimed to treat all German citizens 
according to the same enlightened principles. Instead of an 
autonomous tariff system with high protective duties, there was 
introduced after 1892 a policy of regulating and lowering of 
tariff duties by international treaties. The protection accorded 
to agriculture was reduced, but the industrial duties were not 


much altered. 
What was the cause of this change in commercial policy? 
Two causes had the chief influence upon the government and 
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upon public opinion. First, after 1888 the prices of food began 
to rise throughout the world, and by 1891 they reached such a 
height that the very existence of agricultural protection seemed 
to be in serious danger. Secondly, after 1892 France was not at 
all inclined to continue the policy of regulating tariff duties with 
European countries by treaties; and Germany could no longer 
obtain the advantage resulting from the endeavors of other 
nations at stopping the general increase of European tariffs. 
France resolved to adopt the system of an autonomous maxi- 
mum and minimum tariff, and she was not willing to enter into 
international agreements which would restrict her in making 
alterations in the tariff. Germany then could not well avoid 
playing the role, which to that time had been played by France, 
as a champion of a policy of tariff treaties throughout Europe. 

The first treaties proposed by Caprivi were adopted by an 
enormous majority in the Reichstag. The later treaties, 
especially that with Russia in 1894, found many opponents 
among the Conservatives and Moderate Liberal parties, and 
they were carried through only by the support of the Radical, 
the Socialist, and a part of the Clerical parties. The year 1891 
was followed by years of very rich harvests and very low prices 
of food, which raised discontent among agriculturalists of all 
parts of the world. In Germany other causes than the altered 
commercial policies helped to keep down the prices of food. 
Favored by Caprivi’s mighty opponent, the old Prince Bis- 
marck, the agrarian protectionists, after 1892-93, organized a 
very strong league and opposed Caprivi with reckless energy 
and irreconcilable hatred. In 1893 Caprivi saw that the parties 
which continued to support his commercial policy would not be 
willing to support the military scheme proposed by the govern- 
ment. His resignation from office, however, was not caused 
by parliamentary defeats, but by other and somewhat mysterious 
causes. Since 1894, under Hohenlohe and Bulow, the govern- 
ment of the German Empire and the governments of the several 
states have been striving to reconcile the angry agrarians. 
Meanwhile the industrial capitalists were somewhat indolent in 
politics. They were absorbed in making money, and from 1895 
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to 1900 their business was so prosperous that they did not care 
much about the commercial policy of the future. They unfortu- 
nately maintained a position of political antagonism toward their 
workmen, and this political antagonism, which exists to the 
present time, is responsible for many errors committed on each 
side. In addition, the industrial capitalists have been divided 
into two hostile sections: first, the protectionist section, which 
is very ably organized, and which is controlled chiefly by the 
iron-masters and cotton-spinners; and, secondly, the section 
more inclined toward free trade, which is guided by the chemical 
industries and many other industries whose finished products 
are of such a nature as to afford no opportunity of forming 
“cartells” or to obtain no advantage by such organization. 

The treaties concluded by Caprivi remained in force until 
March, 1906. Under this régime the wealth of Germany made 
very great progress; not only the foreign trade, but also the 
home consumption, increased as never before. Nor were the 
industrial capitalists the only ones who grew richer and richer; 
the industrial working class also obtained higher wages, and a 
higher standard of living was wide-spread. Not only in the 
great cities, but also throughout the country, the organizations 
of workmen began to be recognized by the smaller employers as 
a factor entitled to equal consideration in establishing the con- 
tract for labor. This attitude makes headway daily. In the 
largest industries, on the other hand, in Rhineland, Westphalia, 
Saxony, and Silesia, trade-unionism to the present time remains 
very weak, and the workmen are in discord among themselves ; 
their organizations are little recognized by mine-owners, iron- 
masters, and master-spinners as a factor entitled to influence the 
contracts for labor; and in those large industries there are no 
boards of arbitration and conciliation, as in the Anglo-Saxon 
world. Consequently, there is no social peace, and no means 
have yet been devised for the permanent regulation of the condi- 
tions of labor by agreements between the organizations of both 
parties. It is therefore to be understood that at the present 
time there is no political alliance between the captains of industry 
and the workmen of the large industries of Germany; but, on 
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the contrary, bitter social and political strife prevails between 
them. As a consequence of this situation, the political influence 
of the whole industry upon the country is lessened; and, more 
than that, it is to be remembered that the distribution of the 
elective franchise is unfavorable to industry as compared with 
agriculture. The population of Germany has increased from 40 
millions in 1841 to 60 millions at the present time. Still not all 
districts have made the same progress, and only the industrial 
sections have attracted the surplus of population. The appor- 
tionment of the electoral districts for the Reichstag and for the 
Prussian diet has for a long time been a source of injustice. 
Today the districts which have not shared in the progress of 
industry and population still elect the same number of representa- 
tives to which they were entitled in 1871, while the densely popu- 
lated industrial districts have no more representatives than they 
had in 1871. Thus the agricultural districts retain a dominating 
influence solely because a just redistribution of electoral districts 
has not been carried out. Those districts which have remained 
stationary rule Germany today, and they are protectionist. Why 
is it that they are protectionist ? 

As regards agriculture, one must make a distinction between 
the region east of the river Elbe and the region in the west and 
south of Germany. In the eastern section feudalism has resulted 
in a system of farming on a large scale and in the concentration 
of the ownership of land. In the south and west, on the other 
hand, the small peasants prevail. Everywhere throughout Ger- 
many there exists a system of cultivation through the management 
of the owner of the land, and not under a system of tenants, as in 
England. There are, of course, some small landowners in the 
east, but they have not the same influence as in the west. The 
typical agriculturalist in the east is the great landlord. The great 
landowners of the east produce for the market wheat, rye, anc 
potatoes, from which they distil spirits; and some also produce 
sugar beets. They have made much money by distilling 
spirits on the farm and by the cultivation of beets; and until 
1873 they also profited largely through the sale of large quanti- 
ties of wheat and especially of rye. 
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With the industrialization of Germany wheat bread more 
and more took the place of rye bread. But until 1873 the prices 
of all sorts of grain had on the average steadily advanced. The 
values of the farms, however, advanced in a greater proportion 
than the rise in the prices of grain. Very often the high prices 
of the land could not be fully paid in cash by the purchaser, and 
mortgages were given. The working capital at the disposal of the 
great owners was often insufficient; very often indeed they were 
not specially trained for farming. Even during the period when 
the prices of grain were advancing, the indebtedness of the land- 
owners increased enormously. Moreover, even in this period of 
prosperity the great farm-owners had difficulty with their 
laborers. Ever since the abolition of the feudal system and of 
enforced service, farming on a large scale has become difficult. 
The production of grain on a large scale does not afford remun- 
erative work for free laborers during the whole year. In the 
course of time the laborers departed, at first in order to emigrate 
to foreign countries; but later, after the extensive industrial 
development, they have turned to the industrial employments and 
to the coal-mines. Finally, the crisis came when the prices of 
grain went down. 

The fall in the prices of farm lands had been prevented by 
the psychological effect of the introduction of protective duties 
on agricultural products. Grain prices, on the other hand, did 
not maintain the height of 1873. By 1893-95 prices of agri- 
cultural products had fallen so low that owners of the big farms 
in the east began to despair. Since 1895, however, prices have 
begun to rise more or less. During this period great progress 
had been made in agricultural technique. Hard times educated 
the farm-owners of the east to learn their trade more thoroughly. 
Today the better-cultivated farms of the east depend no longer 
on the selling of grain and spirits alone. The stock of cattle has 
increased ; yet even now our statistics show that in Germany the 
stock of cattle per acre is smaller as the farm is greater; and it is 
shown that in the larger, but not in the smaller, farms the 
receipts from grain exceed the receipts from dairy produce and 
cattle. 
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In reality, the eastern landlords have never ceased the com- 
plaint of bad times since 1879, whether the duties on grain were 
high or low. There has been, of course, a good deal of exag- 
geration ; but there is nevertheless a kernel of truth in their com- 
plaints. The chronic difficulties are the indebtedness of the large 
owners and the scarcity of laborers. So long as industrial capi- 
talists will pay higher wages for shorter hours of work, and will 
give more freedom and more regular employment, this labor 
difficulty will continue. Especially where all the land is monopo- 
lized by a few persons, the agricultural laborers see no chance 
of becoming independent owners of parcels of land, and hence 
they go away. The great proprietors of the east began to engage 
laborers for the season, mostly from Russia and Austria; some 
also engaged prisoners. More and more did the tendency for 
the rest of the permanent laborers to go away increase. Recently 
some great landlords have employed Polish workmen, not only 
for the harvest, but for all their work. A policy which pro- 
claimed its intention to protect the German workmen against 
foreign workmen has ended in a system of protection to grain 
raised in Germany by foreign labor. 

If farming on a large scale meets such difficulties, why are 
not the great farms in the east divided into small parcels? This 
process has begun; but it has not made as much progress as the 
situation demands. For this there are several reasons. One is 
that the great proprietors in the east are imbued with feudal tra- 
ditions, and wish to preserve as great farmers a dominating 
political and social position which they are not willing to sacrifice. 
They see already that the industrial capitalists are becoming 
much richer than the agricultural class, and they fear that they 
may more and more lose that social position which depends upon 
wealth. They have paid such high prices for their land, and 
have incurred such great indebtedness, that if they were to sell 
their farms and go to the town, they would possess very little 
capital and no great social position. 

Thus the landlords of the east believed that their only escape 
rested in the possibility of obtaining higher prices for grain. Yet 
they needed the political help of the small peasants of the south 
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and west. Had they only recommended an increase in the duties 
on rye and wheat, they would not have obtained the support of 
the peasants in the west. Of course, in the west and south there 
is also some grain sold; but the position of the average small 
peasant in these sections of Germany is not the same as that of 
the great owners of the east. The peasants have no sympathy 
with the feudal ideals imbedded in the minds of the average land- 
owner of the east and of the parvenus who strive to imitate the 
eastern noblemen. These peasants are indebted for all that they 
are to the abolition of feudalism. They do not suffer as do the 
great owners of the east from similar difficulties with the labor 
question. The family of the small peasant very often helps to do 
the agricultural work, and his hired servants are not separated 
from him by any social scale; they dine at the peasant’s table; 
and from their wages as servants they very often save enough 
to purchase parcels of land where it is not monopolized by a few 
peasants. The variety of fruit produced by the farmer is much 
greater in the west and south, and the receipts from dairy-farm- 
ing and cattle-breeding and -fattening are greater. The prices of 
cattle and dairy produce were not reduced by international com- 
petition as were grain prices; on the contrary, they have risen. 
The peasant, therefore, ought not to be jealous of the industrial 
development. He gets a large profit because of the industrial 
population for all the products of the small farm. 

Nevertheless, some groups of peasants in the west and south 
about the year 1893 passed through hard times. They suffered 
partly because of poor crops of food needed for cattle, partly in 
consequence of cattle diseases, and partly in consequence of lack 
of capital, of indebtedness, and of bad technique. Since that 
time all these evils have been largely removed. During the last 
decade agricultural instruction, agricultural insurance, agricul- 
tural co-operation, and the improvement of technique have made 
greater progress among the peasants than during the previous 
century. Yet the eastern landowners contrived successfully to 
form an alliance with the peasants of the other parts of Ger- 
many, with whom they maintained, during the hard times, an 
excellently managed agitation in favor of a policy of higher prices 
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for all agricultural products. But the great landowners could 
not win over the peasants by a programme of duties only on 
wheat and rye. They were obliged to demand at the same time 
what the peasants themselves desired—higher duties upon barley, 
cattle, dairy produce, etc. Through the compromise between the 
eastern and western agriculturalists the protectionist movement 
issued in demands, not for partial, but for complete, protection for 
agriculture. In a political sense it was a great step forward for 
the great landlords who controlled the elections in the country on 
the east to unite with the peasants who controlled the elections in 
the country on the west. In consequence of the distribution of 
electoral districts no longer representatives of the changing spirit 
of the times, they maintained from this time on a control over 
the situation. They contrived also to gain elective votes among 
the town population. The small shopkeeper and the small artisan 
were jealous of the great bazaars and of large production. By 
promising to fight in favor of the middle classes and against the 
upper classes, the agrarians found supporters among the town 
population. 

In most countries the great industrial capitalists are inclined 
to make terms with those who control the political power of the 
state. Thus they grudgingly compromised with the agrarian pro- 
tectionists when they saw that their influence was growing. 
Industrial capitalists, on the other hand, were not enchanted by 
the higher duties on food, and they feared retaliation against 
German protectionism by other nations. But they acted on the 
belief that the great and small landowners together would furnish 
efficient support against the Social Democracy and against radi- 
cal democratic legislation controlled by the industrial workmen ; 
and they submitted to the higher duties on food in order to con- 
serve the industrial protection. Some of the most prominent 
manufacturers were convinced that when food became dearer 
the higher level of wages would be inevitable; but they also 
believed that a permanent advance in the prices of all articles of 
food would lead to reaction; they held that consequently the dis- 
cussion would be confined to agricultural protection, and that in 
the general strife industrial protection would be preserved. This 
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argument is based on the assumption that the industrial capi- 
talists should regard the help of the agrarians against the labor 
movement as more profitable to them than a combination of 
industrial capital and industrial labor, whose purpose would be 
to transform the economic policy of Germany in the interest of 
industry as a whole. Again, this argument supposes that the 
industrial protective duties are an advantage to the industrial 
capitalists of Germany. Most of these capitalists adhere to the 
first of these two propositions, but not all of them believe in the 
second. Nevertheless, to the present time among the industrial 
capitalists the protectionists are better organized than the free- 
traders. 

One concession, however, was granted to those industries 
which could not exist without being able to export their goods 
to foreign markets. It was understood that when Caprivi’s 
treaties should expire, new tariff treaties should be concluded 
with the most important European states. Both the protec- 
tionists and the free-trade wing were interested in securing an 
opportunity to send forth their exports, for none of them could 
dispense with the privilege of exportation. Thus all the indus- 
trial interests united in demanding, through new treaties of long 
duration, guarantees against continual enhancements of foreign 
and German duties. 

On this basis, and with the support of the government, there 
has been formed since 1897 what the protectionists call the “alli- 
ance of all interests capable of defending the state against radical- 
ism” (Sammlung der staatserhaltenden Interessen). The gov- 
ernment took the advice of the large interests, especially of the 
protectionists, and prepared a new general tariff. After long 
debate and a somewhat irregular parliamentary proceeding, the 
new tariff, with some alterations, was adopted by the Reichstag 
and became law on December 25, 1902. It was provided, how- 
ever, that the new general tariff should not yet go into force, but 
that it should serve as a basis for negotiating new treaties. 

To this point we have studied the arguments and tactics of the 
interested parties and of the politicians. Were there no argu- 
ments whatever brought forward by independent persons, in 
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order to defend the new policy from the standpoint of the nation 
as a whole? At the first glance one phenomenon may be 
observed: The more protection became the practically dominat- 
ing principle of commercial policy and of state railway rates, the 
more we observe in Germany a renascence of all the old mercan- 
tilists’ arguments. As in mercantilist days, persons whose 
authority might have entitled them to put forth better arguments 
repeated the obsolete argument of the passive balance of trade, 
and the argument that commercial treaties could be successful 
only if one party should contrive to block the other. Influential 
people prophesied that the coming treaties would be much more 
favorable to Germany, if the German tariff could be first raised 
before negotiations were undertaken. Foreign countries would 
be very glad to reduce their tariffs in order to get a reduction 
from the new high level of German duties. A high tariff would 
strengthen the position of the German negotiator. But the great 
landowners of the east were cautious people. They did not wish 
to see the proposed higher duties on grain reduced too much by 
negotiation, and so they fixed a minimum of grain duties below 
which negotiations were not allowed to go. 

It cannot be said that the new mercantilism has been more 
successful than the old. Russia, Austria, Roumania, and 
Switzerland likewise adopted the theory that, if a higher tariff 
strengthens the negotiators of treaties, every intelligent state 
should strengthen its own negotiators by a high tariff. It is true 
that Germany was able successfully to conclude new treaties, or, 
more correctly speaking, to prolong Caprivi’s treaties until the 
end of December, 1917, by introducing important alterations in 
the duties. But what was the nature of these alterations? 
Germany raised her duties, but other countries granted 
higher duties in exchange. Prince Bilow’s government con- 
sidered that it had won a success if the foreign duties were 
not much enhanced by the treaties of 1905, and the official intro- 
duction to the new treaties tells us that better concessions could 
not be got from foreign countries because Germany was not 
willing to concede more. Bluffing had not been a success. 

As another argument in favor of higher agricultural duties 
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it was urged that it did not seem to be desirable to transform 
Germany more and more into an industrial country. Influential 
authors began to be enchanted with the idea of a self-support- 
ing agricultural state; a strong national agriculture must be 
aimed at in order that Germany might become independent of a 
foreign food-supply, and in order that she might get better 
soldiers than from the industrial population. The argument of 
“no dependence upon foreign food-supplies” had, however, some 
very weak points. Since 1879 agriculture had been protected; 
and yet, as the population grew, the excess of imports over 
exports of food had grown almost continually. And more serious 
still was another fact. The dependence of the great landowners 
of the east upon foreign labor was such that foreign countries, 
by prohibiting the migration of workmen to Germany, could, in 
case of war, really stop the agriculture of eastern Germany.” 

A greater impression on the political leaders of the country 
was produced by the military argument. A great mass of litera- 
ture has been written on the question whether an industrialized 
country may furnish an army efficient enough and large enough to 
be able to fight as successfully as former Prussian armies did. 
Some points of the controversy are no longer debatable. It can 
be granted, first, that agriculture alone would not be able to pay 
the taxes and furnish the money indispensable for carrying on a 
great war ;and, secondly, that to the present time there have beenin 
Germany more persons fitted for military service than are needed 
for the army. There is now no lack of recruits at all; but there 
is a vigorous debate on the points whether, first, all the districts 
where agriculture prevails send better recruits and a higher per- 
centage of persons fit for the army than do the industrial dis- 
tricts; and whether, secondly, the official statistics in regard to 
recruits are of any use for the solution of this problem. Finally, 
Professor Brentano has several times repeated that, even if 
industrial districts send a less percentage than agricultural dis- 
tricts of fit recruits, the more densely populated industrial 
districts may send a greater number of fit recruits per area, 


7See Vol. XXXIV of Landwirtschaftliche Jahrbiicher, Supplement I, p. 
318 (Berlin, 1905). 
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because in these districts there are more persons at the disposal 
of the recruiting board. 

The arguments for and against agricultural protection were 
seriously discussed. During the debates the industrial protective 
duties did not attract the attention of the public very much, and 
no very serious proof for their necessity was submitted. The 
conditions of industries were excellent ; if the industrial employers 
demanded protection, they could only argue that agricultural 
protection had increased the cost of production, and that they 
needed compensation for the damage done by agricultural duties. 
But finally two arguments were devised for the defense of indus- 
trial duties: first, the expenses of industrial insurance for work- 
men against sickness, accidents, and infirmities of old age ought 
to justify special protective duties; and, secondly, the British and 
American worlds seem to be setting up a policy of autarchy, 
which would justify Germany in doing all she could to keep the 
German market for herself. 

The really burning question concerning the effect of indus- 
trial protection upon Germany, in the present stage of her 
development, was quite another one: Does protection by import 
duties and railway rates really favor the monopolistic organiza- 
tions, which dominate the coal and iron market and many other 
markets in Germany? It is very surprising that the government, 
when preparing the new tariff, did not seem to be concerned at 
all about the “cartell’’ question. Only after the tariff was dis- 
posed of was an inquiry about “cartells” begun. This inquiry 
was not a all a model for such investigations, and cannot be 
compared in its methodical value with English reports. But, 
nevertheless, the results were not without value. The main con- 
clusion is that in truth the growth of monopolistic organizations 
in Germany has been strongly favored by the protectionist system 
of duties and railway tariffs. More than that, it has been proved 
that because of the monopolistic organizations abuses have 
occurred; but that the abuses concerning prices, etc., committed 
by the monopolists immediately cease whenever they are endan- 
gered by any real competition from abroad. It cannot be definitely 
claimed that the monopolistic organizations, which have once 
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grown strong, would all disappear when free trade in commercial 
and railway policies should be introduced; but it is very probable 
that most of the abuses of which people complained would 
disappear with the disappearance of the protectionist system. 

At the time of these investigations the typical monopolistic 
organizations in Germany were “cartells” or syndicates. Not all 
of them were successful in all departments of German industries ; 
on the whole, they were less successful where finished articles 
were produced for the national market and for exportation, than 
where articles in the first stages of production were produced. 
Those industries which produced finished articles complained 
that they were hampered by the practice of monopolists in 
selling at cheaper prices abroad than at home. The monopolistic 
organizations could not completely deny that these complaints 
were justified, and they granted private bounties based upon the 
exports of their customers. But those bounties were only grudg- 
ingly paid, and they were not regular and not always sufficient. 
The outcome of this situation leads all the producers of finished 
articles to strive as much as possible to concentrate and control 
in one concern all stages of the processes of production from 
beginning to end. More and more there grew up what Ameri- 
cans call “vertical trusts’ and what Germans call gemuischte 
Betriebe. In the last few months it would seem also that the 
horizontal trusts—the concentration of the whole stage of pro- 
duction in few hands—is making progress. 

There can be no doubt, however, that the two most ardent 
champions of industrial protection, Germany, and the United 
States, develop industrial monopolistic organizations much more 
quickly and more radically than the free-trade country, par e.cel- 
lence, Great Britain. And it must also be added that the same 
monopolistic development which in America has been favored by 
private railways has not been hindered by the national railways 
in Germany. 

III 

To this point we have been engaged in indicating the tenden- 
cies which have led up to the tariff of 1902 introduced by Prince 
Bilow. How have affairs developed since that time? Is it 
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possible yet to say anything about the effects of the new policy? 
On the first of March, 1906, the treaties with Russia, Roumania, 
Servia, Italy, Austria-Hungary, Belgium, and Switzerland, 
which were formally modified prolongations of the old treaties, 
became effective. Since 1905 Germany has also concluded several 
treaties with smaller states. In addition, she grants and receives 
treatment as the most favored nation with many states; and she 
retains some treaties with smaller states wherein they grant 
certain duties to Germany without a reciprocal arrangement of 
German tariffs. 

For a long time everyone has known when the new treaties 
would become effective. Compared with the previous rates, not 
only the German duties, but also those of her customers, chiefly 
Austria-Hungary and Russia, have been increased. In the new 
tariff Germany has increased the duties on bread-stuffs, “malt 
barley” (a problem for tariff interpreters), and on meat and 
cattle. There could be no surprise that before March 1, 1906, in 
view of the imminent rise of duties at home and abroad, Ger- 
many’s imports and exports were immensely increased. It would 
have been possible, of course, that immediately after March 1, 
1906, the markets in Germany and abroad should have been over- 
supplied. Thereupon a depression of trade and low prices would 
have been the consequence. But a different state of affairs was 
to be observed. Everywhere, more conspicuously in England 
than in Germany, a great boom was preparing. In Germany 
there was a special matter which was of only temporary impor- 
tance. Many manufacturers were engaged in working up foreign 
orders before March 1, 1906, and they could not afford to deliver 
goods ordered for the domestic market. At this time these 
orders for the home markets became urgent. Thus the German 
manufacturers had an abundance of orders, not only for the 
domestic market, but also for exportation during the whole year 
of 1906, and even after that time. In free-trade England, how- 
ever, the foreign commerce and home comsumption had in 1906 
increased in even a greater amount. But in truth Germany was 
benefited by the general prosperity of industry. The reaction 
must come, of course, but it has not yet come. Some manu- 
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facturers have complained that the rise of Austrian duties has 
affected the usual exports to Austria; but, on the whole, at the 
present writing, exports have been developed in a satisfying 
fashion. As in every boom period, there have been a great 
advance in prices, the establishment of new enterprises, and the 
investment of more capital in old ones. 

The demand for investments has led to new orders coming 
in to many establishments. The rise of prices has been chiefly in 
raw materials and half-finished articles. The manufacturers of 
finished goods are disappointed because they cannot raise the 
prices of their products in the same proportion as the prices have 
risen in the earlier stages of production. Consumers will not pay 
such higher prices without a diminution of demand. But the rise 
of prices has not merely affected coal, metals, most raw materials, 
and half-finished articles, still other elements in the expenses of 
production have arisen. Prices have been affected partly in conse- 
quence of an increase of imperial taxes passed by the Reichstag in 
1906. The income from the higher level of customs duties has 
not proved sufficient to cover the increasing expenses of the 
Empire. Several millions of the new revenue from customs were 
reserved specially for the insurance of widows and orphans of 
workmen. New taxes were levied which could not in all cases 
be prevented from falling upon industrial expenses of produc- 
tion. The expenses of production will be increased still more 
when the Prussian government has carried out its plan of intro- 
ducing fees on river transportation; for these fees will make 
dearer a form of cheap carriage which so far had competed with 
the state railways and was independent of their system of rates. 

The most remarkable phenomenon to be observed since the 
new treaties have gone into operation is that nearly all cattle prod- 
ucts, especially meat, have risen enormously in price. Although 
this enhancement in the prices of food was prophesied, still the 
rise came sooner than anyone expected. While wheat and rye 
bread have not yet become sensibly dearer, yet meat and nearly 
all other agricultural products of daily consumption have risen in 
price. Not all this enhancement of price was artificially caused 
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by the tariff. At the time when the new tariff came into effect 
the price of cattle was already rising throughout Europe. 

The prices of goods imported from foreign countries have 
been affected, not only by the customs tariff, but also by the 
veterinary measures and by the German meat-inspection bill. Still 
the effect has become distinctly apparent, because all the various 
circumstances have worked together. Living has become so 
dear that many municipal and some state administrations have 
been obliged to grant some additions to the salaries of the lower 
officials. The industrial workmen, moreover, took advantage of 
the industrial boom and obtained higher wages. But these 
higher wages have not been the means of improving their stand- 
ard of living, because they are no more than the equivalent of the 
higher prices of food. It cannot be expected, therefore, that any 
greater efficiency of labor will result from what is only a com- 
pensation for the higher prices of food. Employers must pay 
more to get the same amount of work done. For the lower and 
middle classes Germany was formerly a land of very cheap cost 
of living. Now it is more expensive for these very classes to live 


in Germany than for the same classes in free-trade England. If 
higher prices of wheat and rye, and consequently higher prices of 
bread, should be added to the high prices of meat, the effect 
would be much more serious. 


Meanwhile there is much discussion about another effect of 
the new policy. To the present day it has been a regular phe- 
nomenon, after duties have been raised by foreign countries, for 
German exporters to build manufacturing establishments in 
foreign countries, or at least to establish branches abroad 
whenever it was no longer possible to export German manu- 
factures. It may be that such an emigration of capital has already 
begun here and there since the new treaties; but the time is too 
short to prove the fact and test the assertions of capitalists. 

On the other hand, how is agriculture developing under the 
new conditions? The first result is one which was prophesied by 
many of the opponents of the new policy. Rents and farm prices 
have risen in such a speculative way that no one can feel any 
doubt,about an imminent danger. Persons who have bought land 
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at these high prices cannot obtain a profit even under the present 
high prices of agricultural products. Suffering will come anew 
to them as to the former owners, if prices are not again raised. 
Obviously not all farmers are suffering from these unsound con- 
ditions. Some did not purchase their land at the time of high 
prices, and they get more money for their products; but as con- 
sumers they also feel many effects of the general rise of prices. 
The increase in the rise of products is so violent that the most 
thoughtful agrarians feel somewhat like Polycrates when he had 
too much luck: they fear that the good luck will perhaps not last 
very long. Without doubt, after the industrial boom shall have 
passed there will come a reaction in public opinion. In the long run 
it will not be possible to govern an industrial country as if only 
agricultural interests existed. How quickly public indignation 
against artificial increases in the prices of food may develop has 
been shown by the experience in 1891, when a general rise of 
prices throughout the world was combined with a depressed con- 
dition of industry and with the perceptible results of agricultural 
protection. In such a case it would be very dangerous to uphold 
the protectionist system. The instant the agricultural protec- 
tionist duties are endangered the agrarians will not tolerate the 
industrial duties. 

It is not wholly impossible, although not likely, that some 
reduction of the protective duties will in time be brought about 
by further commercial treaties. To the present time German 
commercial relations with England and her colonies, with the 
United States, and with Argentina have not yet been guaranteed 
by treaties of a definite character. But it will be very difficult by 
means of such treaties to carry through the necessary reductions 
of the German tariff. Apart from other difficulties, it is inevi- 
table that reductions granted by treaties should not have a system- 
atic, but an accidental, character. On the whole, it may be said 
that the chief features of the German protective system cannot 
be changed before people have ceased to believe in protection. 
Before such a change can come years must elapse, and to produce 
such a change there would also be needed the statesmen who 
really have the power to lead the nation. Heretofore the Ger- 
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man system of ruling has consisted in granting special favors 
of an economic character to those who will vote for the national 
budget. Moreover, the men who administer the state railways 
are so much imbued with protectionist ideas, and their system of 
rates is so much influenced by protectionism, that in order to 
reform the railway policy a radical change in the leading rail- 
way men will be absolutely necessary. Without a change, how- 
ever, in the system of railway rates even such a radical reform 
of customs duties as was carried out under Peel and Gladstone 
in England would not be sufficient to give Germany the same 
blessings of free trade which England enjoyed as a consequence 
of her reforms. 

Provided a tariff war with a foreign power should not arise 
to strengthen jingoism and the protectionist feeling, in the future 
some slight improvements of no fundamental character may be 
accomplished by means of new commercial treaties. Obviously 
a radical change would be brought about earlier should the 
United States of America adopt autonomous free trade as their 
commercial policy. Germany would be too much of a loser if 
she did not quickly imitate such a policy of the United States. It 
is, however, quite too optimistic to suppose that either of these 
two great nations will take such a step within the near future. 
At the present time the tendency to surpass other nations by 
increasing their tariffs is without doubt a more widespread prac- 
tice than a tendency toward a reduction of duties. Under these 
circumstances it can be regarded as a distinct gain even if the 
two-nations should strive only to oblige each other, and not to 
injure themselves by any further increase of tariff. But even a 
measure so beneficial as this would be difficult to carry through 
so long as each state regards every step in the direction of freer 
trade as a sacrifice to foreign interests. 


WALTHER Lotz 
UNIVERSITY OF MuNICH 











THE TENDENCY OF MODERN COMBINATION. II 


By end of 1897, as a result of the panic conditions of the 
preceding four years, Mr. Morgan together with his associates 
had succeeded in gaining a position of pre-eminence among the 
important railroad groups of the country. He either had control, 
or was in a fair way to gain control, of four important coal roads 
—the Reading, the Erie, the Lehigh, the Hocking Valley. He 
held chief place in the Southern Railway and in the Northern 
Pacific system ; and he had come into amicable contact with James 
J. Hill, of the Great Northern.*® A record such as this affords 
an excellent illustration of the ease with which powerful groups 
of financiers (or individuals with powerful financial backing) 
can enlarge their spheres of influence in times of crisis. Then 
it is that opportunities for investment abound, and large capital- 
ists coming to the aid of the financially embarrassed may freely 
dictate their own terms, in many cases demanding a controlling 
interest in the companies requiring assistance. 

While the Morgan group was striding so rapidly into promi- 
nence, Standard Oil had been strengthening its hold on proper- 
ties already acquired. It had also entered into important con- 
tracts with the Oliver Iron Mining Co.,*® which was engaged in 
extensive operations on the Mesaba; and it had materially 
extended its gas interests, notably in the Brooklyn Union Gas 
Co.** incorporated in 1895 for the purpose of taking over control 
of the various gas companies of that city. The same period 
(1893-97) saw the rise of another important group of financiers 

“His railroad holdings have continued to enlarge since that time. The 
Southern Railway has made large additions to its mileage by the annexation of 
other roads. In 1902 Morgan came into control of the Louisville & Nashville, 
acquiring his interests from John W. Gates. This road he afterward turned 
over to the Atlantic Coast Line, a system in which he is also dominant. Cf. 
Bradstreet’s, October 4, 1902, Vol. XXX, p. 627. 


“At that time five-sixths of the stock of the Oliver Iron Mining Co. was 
owned by the Carnegie Steel Co. Cf. James H. Bridge, History of the Carnegie 
Steel Co., chap. xvii, pp. 258-60. 

“Commercial and Financial Chronicle, June 15, 1895, Vol. LX, p. 1057; 
ibid., September 14, 1895, Vol. LXI, p. 473. 

284 

















TENDENCIES OF MODERN COMBINATION 285 


—the Harriman-Kuhn-Loeb syndicate, which was soon to 
become generally recognized as a part of the larger Standard 
Oil group.*® The syndicate first attracted public attention as a 
result of its successful reorganization of the Union Pacific. As 
early as 1895 it had been formed to carry out some plan looking 
toward a rehabilitation of the financial standing of the road, 
but nothing was accomplished until the property was sold under 
foreclosure in 1897. It was then bought in by a reorganization 
committee which was in agreement with the syndicate headed 
by Kuhn, Loeb and Co.*® 

After the reorganization had been carried through by the 
latter, E. H. Harriman appeared as chairman of the executive 
committee, of which James Stillman was also a member. Repre- 
sentatives of the Gould interests, which had gained control of the 
Union Pacific in 1890,*° still held place, on the board of directors, 
but they were evidently no longer of first importance. It was 
significant, however, that there should be found identified with 
a single property adherents of three different groups. Clearly 
indications were not lacking of the manner in which there was 
gradually to be brought about an advance toward an ‘increasingly 
comprehensive form of combination for purposes of investment. 


Along with the growth of the railroad interests a new move- 
ment began to develop about the beginning of 1898; for with 
the return of prosperity after a period of prolonged financial dis- 


“* Of the early history of this group I am ignorant. I have seen a statement 
to the effect that its nucleus was the Illinois Central Railroad, of which Harri- 
man had been a director since 1883. Cf. Commercial and Financial Chronicle, 
November 30, 1901, Vol. LXXIII, p. 1138; cf. also Poor’s Manual of Railroads, 
1883. As to whether Harriman and the banking house of Kuhn-Loeb & Co. 
had any connection with Standard Oil prior to the reorganization of the Union 
Pacific, I cannot say. Subsequent to the completion of that reorganization in 
1897 there is no doubt that Harriman became the recognized representative of 
Standard Oil railroad interests. 

*°On agreement with the reorganization committee this syndicate provided 
$44,000,000 in cash, receiving in return for each $1,000 advanced, $1,000 par 
value 4 per cent. first-mortgage bonds and $500 par value preferred shares of the 
company. 

* Commercial and Financial Chronicle, November 29, 1890, Vol. LI, p. 748; 
directors’ lists in Poor's Manuals of Railroads. 











286 JOURNAL OF POLITICAL ECONOMY 


tress there was a marked launching-out of the various groups of 
investors into the field of the “industrials.” Some years before, 
adverse court decisions had led to the abrogation of all trust 
agreements which had for the most part been succeeded by hold- 
ing companies made possible by the New Jersey law of 1889.°" 
A few new companies had also been formed, such as the Diamond 
Match Co. and the New York Biscuit Co. (both Moore organiza- 
tions) ; but as yet the holding company was not an important 
factor in the industrial field. 

But with the inauguration of the era of the so-called “indus- 
trials’ came notable combinations in the iron and steel trades. 
J. P. Morgan & Co. and their allies, having acquired an assured 
position in the railroad world, now made their entry into the 
field of the industrials as organizers of Federal Steel (Septem- 
ber, 1898).°* It was said that the profits of the firm derived from 
its services in organizing was about $200,000;5* but, apart from 
that consideration, the Morgan representation on the directorate 
of Federal Steel would indicate that a very substantial interest 
in the company had been acquired, although Standard Oil men 
were no doubt the dominant factor.54 Here, then, was another 


"The Standard Oil organization existed without taking advantage of the 
New Jersey law until 1899, a community of interests being maintained through 
the manner of distribution of the stocks of the various companies composing 
the “trust.” 


"The stocks of the companies it was proposed to combine having been 
secured (or, at any rate, a sufficient proportion of them) were then turned over 
to the new corporation together with $14,075,000 in cash (such part as was 
not furnished by stock assessments being guaranteed by Morgan). In return 
$53,000,000 preferred and $46,000,000 common stock of the Federal Steel Co. was 
received by the organizers to be used in paying for the underlying properties. 

Report of the Industrial Commission, Vol. I, pp. 986 ff. (testimony of 
Judge Gary). 

“In substantiation of this statement it may be mentioned that Standard 
Oil men had been connected with the Minnesota Iron Co. (an important under- 
lying property of Federal Steel) since 1887. Moreover, H. H. Rogers was a 
member of the executive committee of Federal Steel, and Roswell P. Flower 
(who had come to be closely identified with Standard Oil financiers through his 
copper interests) was a large holder of the company’s stock. After his death, 
in May, 1899, it is probable that the Standard’s hold on the property was materially 
strengthened. Cf. Bradstreet’s, May 20, 1899, Vol. XXVII, p. 306; September 
30, 1899, Vol. XXVII, p. 612. 
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case in which the adherents of different financial groups had 
come into contact through widening spheres of interest. 

The year following the formation of the Federal Steel Co. 
Morgan succeeded in uniting the leading tube-works of the 
country into a single organization—the National Tube Co. ;** 
and in April, 1900, he assumed charge of the underwriting for 
another large steel “trust”—the American Bridge Co.°* During 
this same prolific period W. H. and J. H. Moore sprang into 
prominence as organizers of the American Tin Plate, National 
Steel (February, 1899), American Steel Hoop (April, 1899), 
and American Sheet Steel (March, 1900) companies **’—all 
four of which came to be controlled by the small coterie of men 
for whom the Moores had been acting.°® The only other impor- 
tant steel combination prior to the formation of the United States 
Steel Corporation was the American Steel and Wire Co. (1899), 
at whose head stood John W. Gates. 

As the panic of 1893 made for the growth and furthered the 

Standard Oil men were certainly associated with this enterprise, if the 
presence of Daniel O’Day (connected with the Standard Oil pipe-line system) 
and Jacob Vandergrift (one-time president of the United Pipe Lines Co.) 
on the directorate of the company can be considered in the least significant. 

5 Both in the case of the National Tube Co. and in that of the American 
Bridge Co., Morgan was given power to direct their policy absolutely for a 
stated number of months: nine months in the case of the former, and eighteen 
months in the case of the latter. 

Judge Moore explained the manner in which these organizations were 
effected, as follows: “I will not charge you anything,” he reported himself as 
having said to the owners of the companies it was proposed to unite. “I will 
buy your properties and formulate a plan, and if you do not want to go into the 
new plan, you can take cash.” (Cf. Testimony of W. H. Moore, Report of the 
Industrial Commission, Vol. I, p. 963.) 

5S The nucleus of the Moore group consisted of certain iron and steel manu- 
facturers interested at one time in the various companies that went to make 
up the four new combinations. The group later extended its investments, branch- 
ing out into the domain of railroads. It bought control of the Chicago, Rock 
Island & Pacific (1901), reorganized it as the Rock Island Co., and took over 
other properties, purchasing the St. Louis & San Francisco (May, 1903), and 
entering into an alliance with the Seaboard Airline the next October. The 
financiers composing the group are, however, relatively weak, and the chances 
are that they are scarcely in a position to be considered an independent power 
at the present time. In all probability their railroad management has come 
under the tutelage of Standard Oil. 
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amalgamation of certain large investment interests, so the indus- 
trial depression which set in toward the close of 1899 and con- 
tinued through 1900 was to produce readjustments and to carry 
the process of absorption and combination still further. Condi- 
tions within the iron and steel trades were peculiarly severe, and, 
with so many important groups of investors represented therein, 
a competitive struggle on a more comprehensive scale than ever 
before experienced, might be fairly deduced. As a matter of 
fact, the formation of the United States Steel Co. in 1901 seems 
to have been the outgrowth of some such struggle. 

The evidence points strongly in the direction of a shrewdly 
planned attack by the joint Carnegie-Rockefeller forces against 
the other groups interested. In order to understand the situa- 
tion, it is necessary to enter somewhat minutely into the relations 
formerly existing between the Carnegie and the Rockefeller inter- 
ests in the Minnesota iron regions. The Oliver Iron Mining Co. 
(a Carnegie property), which was one of the largest shippers of 
ore on the Mesaba range, had in 1896 made a fifty-year contract 
with the Lake Superior Consolidated Iron Mines Co., whereby, 
upon payment of a certain royalty, it obtained possession of two 
rich mines on the Mesaba, guaranteeing in return a minimum 
annual output of 600,000 tons of ore, to be shipped over the 
Rockefeller road (the Duluth, Mesaba & Northern) and carried 
in vessels belonging to the Rockefeller fleet.°° These shipments, 
together with the output from the Oliver mines, insured an annual 
tonnage of from 1,200,000 to 1,500,000 tons.®° 

Although the Lake Superior Consolidated Iron Mines Co. 
continued to increase the carrying capacity of its lake fleets for 
some years subsequent to this contract, it was by no means secure 
in its hold upon the transportation of the Carnegie ore. By 
1899 the Oliver Iron Mining Co. had by the acquirement of 
new holdings attained to an average annual output of perhaps 
4,000,000 or 4,500,000 tons of ore,®’ and obviously it would be 


"Iron Age, December 31, 1896, Vol. LVIII, pp. 1309, 1310; James H. 
Bridges, The Inside History of the Carnegie Steel Co., chap. xvii, p. 259. 


© Iron Trade Review, March 11, 1897, Vol. XXX. 
© Ibid., April 27, 1899, Vol. XXXII. 
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advantageous to carry such part of its own output as had not 
been disposed of by contract. Accordingly the properties of the 
Lake Superior Iron Co. were bought, and with them its fleet of 
six vessels, which were turned over to the newly formed Pitts- 
burg Steamship Co. (1899) **—by 1900 the third largest 
fleet on the lake.** 

It now began to be rumored that not so long before this time 
Mr. Rockefeller had offered to sell his large ore properties as 
well as his steamship and railway holdings to Mr. Carnegie for 
$50,000,000, and that it was the refusal of this offer which led to 
the adoption of coercive measures, taking shape in an attempt to 
corner the lake shipping in 1900.°* However that may be, the 
Bessemer Steamship Co. (the fleet of the Lake Superior Consoli- 
dated Iron Mines Co.) purchased in the fall of 1899 the thirty 
vessels of the American Steel Barge Co.; and these, together 
with the twenty-four or more already owned, gave it a dominant 
position in the lake-ore shipping.*® The ore of the Oliver Iron 
Mining Co. shipped under the contract of 1896 was taken at a 
rate which was an average of the wild and contract rates 
of each season. In an endeavor to keep up the wild rates so as 
to force this ore to pay a lake tonnage of $1.25, all but twenty 
of the vessels owned by the Bessemer Steamship Co. were laid 
up.** Asa result of this action the Carnegie Co. made public its 
intention of building its own railroad from the Minnesota mines 
to the lake. Furthermore, it was announced (July, 1900) that 
the Carnegie Co. proposed the erection of “what would probably 
be the largest rod-mill ever built.*7 The bearing of this proposal 
upon the situation becomes apparent if it be remembered that the 
plan to build a rod-mill would, if carried out, put a serious com- 
petitor in the field against the Federal Steel Co.—a property in 
which Standard Oil interests were prominent. As matters stood, 
both sides bid fair to prove losers in the pending struggle, and 


® Ibid., November 16, 1899, Vol. XXXII. 

® Iron Age, May 10, 1900, p. 5, Vol. LXV. 

* Ibid., October 19, 1899, p. 30d., Vol. LXIV. % Ibid. 

® Ibid., June 14, 1900, p. 26 f., Vol. LXV. 

* Commercial and Financial Chronicle, Juiy 28, 1900, Vol. LXXI, p. 184. 
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there was little reason for surprise when it was announced in 
August that harmony had been once more decreed and new and 
satisfactory traffic agreements entered into.°* The amicable 
working arrangements thus effected between the two interests 
continued from this time on until both were absorbed into the 
United States Steel Co. Whether the formation of the latter 
was hastened because of this union is a question open for debate. 
But certainly, apart from any active personal support which Mr. 
Carnegie may have received in his efforts to dispose of his 
holdings,®® the increased control over the ore situation obtained 
by his alliance with the Rockefeller interests added to the strategic 
value of his position. 

The campaign of aggression, initiated in 1900 with an attack 
upon the Federal Steel and the American Steel Hoop companies,”° 
was continued without abatement from this time forth. The 
situation was peculiarly favorable, indeed, to the success of Mr. 
Carnegie’s plans. In the earlier part of the year the iron and 
steel trades had suffered a relapse from a condition of overstimu- 
lated prosperity, and it needed only the closing of the mills of 
the American Steel and Wire Co., on “account of an excessive 
accumulation of supplies,”*? to start a decline in the prices of 
steel stocks. By the end of June, 1900, quotations had been cut 
down more than half in the case of the common stocks, and pre- 
ferred holdings had lost from 13 to 20 points. In November, 
when speculative securities were just beginning to be salable 
once more,’* the Carnegie Co. made further announcement of 
its intention to manufacture sheet steel, steel wire and nails, and 
steel pipes—an intention which, if carried out, was likely to pro- 
duce a general demoralization in steel stocks. The Morgan inter- 
ests were endangered as well as the Moore and Gates properties, 
and consternation was widespread. When, therefore, the Carne- 


* Iron Age, August 9, 1900, p. 4, Vol. LXVI. 

* He was admittedly anxious to “sell out.” 

The American Steel Hoop Co. was hit by the suggestion that the Carnegie 
Co. “might go into the manufacture of hoops and bands.” Cf. Commercial and 
Financial Chronicle, July 28, 1900, Vol. LXXI, 1840. 

™ Commercial and Financial Chronicle, April 28, 1900, Vol. LXX, p. 843. 

™ Cf. Meade, Trust Finance, chap. xi, pp. 213 ff. 
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gie Co., early in January, 1901, announced the immediate con- 
struction of large tube-works at Conneant,’* Mr. Morgan, as the 
representative of the National Tube Co. as well as of other 
organizations that had been threatened, was compelled to enter 
into negotiations looking toward the purchase of the Carnegie 
holdings.** By the end of February a consolidation of the lead- 
ing steel companies of the country was announced, with J. P. 
Morgan & Co. as organizers. It is no surprise to learn that the 
property of the Carnegie Co. was taken over at an exceedingly 
liberal valuation, Mr. Carnegie alone receiving approximately 
$217,720,000 in 5 per cent. first-mortgage gold bonds for his 
individual holdings.*® As for the rest of the companies incor- 
porated, the Lake Superior Consolidated Iron Mines obtained the 
most favorable terms,’® although the majority secured bonuses 
both in preferred and in common stock. 

Notwithstanding the resultant condition of inflation, it was 
thought that the Morgan syndicate had reaped an immense profit 
as the result of its operations.77 But this belief was considerably 
shaken by the proposed bond-conversion scheme of the following 
year,’® and subsequent events served to strengthen a gradually 


® Iron Trade Review, January 10, 1901, Vol. XXXIV. 
™ Iron Age, February 7, 1901, p. 33, Vol. LXVII. 


™ Cf. J. H. Bridges, The Inside History.of the Carnegie Steel Co., chap. 
xxiii, pp. 363, 364; also Moody, The Truth about the Trusts, p. 154. 


™® Moody’s Manual of Corporation Securities, 1904, p. 1616. 


™ Some estimates put its gain as high as $56,500,000 (Iron Age, February 6, 
1902; cf. also Commercial and Financial Chronicle, May, 2, 1903, Vol. LXXVI, p. 
977). 

* The plan (ratified May, 1902) contemplated the exchange at par of $200,- 
000,000 of 7 per cent. cumulative preferred stock of the corporation for 5 per 
cent. second-mortgage gold bonds. As a result of litigation it did not go into 
effect until March, 1903. From May 16 to November 19 the syndicate enjoyed 
the sole right of conversion. It is estimated that it exchanged $104,800,000 of 
stock during a period in which, although bond quotations were falling, prices of 
preferred stock were falling relatively even lower. The conversion plan may 
have been merely a clever profit-making device, or it may have been a desperate 
remedy adopted by men laden with securities of which they were unable to 
dispose. At any rate, opposition to it led to a dissolution of the syndicate earlier 
than had been expected (November, 1903). For an account of bond conversion 
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growing conviction that Morgan had not acted altogether as a 
voluntary agent. Perhaps he had been “held up,” so to speak, 
and forced to take over properties at a valuation that later made 
it difficult to dispose of the securities of the new company to 
advantage. Opinions upon this point may vary, however, but 
that the organization of the United States Steel Co. was under- 
taken primarily for the purpose of securing harmony among the 
several groups interested in the underlying companies is a con- 
clusion fairly deducible from a consideration of the incidents 
leading up to the consolidation. All the constituent companies 
represented large combinations of capital and were more or less 
industrially complete units in themselves. Viewed wholly from 
the industrial standpoint, therefore, the question might well have 
arisen as to whether a further unification might not prove so 
unwieldly as to offset any resultant economies. But, to put all 
such considerations aside, the main purpose of the union was 
accomplished in that it prevented a war of the large financial 
interests, bringing together as it did, the Morgan, Moore, Rocke- 
feller, Carnegie, and Gates holdings. Undoubtedly it marked an 
important step forward in the general movement toward a fusion 
of investment interests and a concentration of financial control. 
But the most advanced type of union had not yet been reached— 
i.e., a union of groups of financiers designed to bring about co- 
ordinate action in every field in which such groups operated. 
The organization in question represented, to be sure, a combina- 
tion of groups of investors for purposes of control; but it was a 
combination operative only within one industrial field. 

It is not possible even to indicate all the other lines of cor- 
porate investment which these same financiers were entering 
during the period from 1897 and 1898 onward. Some of the 
new holdings which were being acquired by the Standard Oil 
group may be mentioned briefly, however. As early as 1898 
their interest in the Western Union Telegraph Co. began to 


and litigation cf. Meade, “The United States Steel Corporation Bond Conversion,” 
Quarterly Journal Economics, Vol. XVIII, p. 22; also Commercial and Financial 
Chronicle, November 21, 1903; Moody’s Manual of Corporation Securities, 1904, 
pp. 1613, 1634; Ripley, “The Later History of the Steel Corporation Bond Con- 
version,” Quarterly Journal of Economics, Vol. XIX, p. 316 (February, 1905). 
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develop,*® thus bringing them into contact with another impor- 
tant group of financiers, the Goulds. In 1898 Standard Oil men 
launched the Amalgamated Copper Co., in which Morgan inter- 
ests were likewise represented.°° The death of Roswell P. 
Flower (May, 1899), who was prominently identified with the 
copper trust, brought other property into the hands of Standard 
Oil men, since they bought largely of his stock-holdings, notably 
securities of the Brooklyn Rapid Transit Co., of which it is said, 
they subsequently gained control.84 The American Smelting 
and Refining Co. (1899) was organized under Standard Oil 
influence,®? and some years later (1903) entrance was secured 
into the Colorado Fuel and Iron Co., with which latter venture 
the Gould group was again associated.8* In the same year there 
was rumor of an alliance between the Standard Oil and the 
Widener-Ryan parties with a view to the purchase of the Metro- 
politan Securities Co. All idea of such purchase was vigorously 
denied at the time, but as Ryan subsequently took possession of 
the property, the denial lost somewhat of its force.*4 

While Standard Oil was thus engaged in acquiring holdings 
in the corporations mentioned, as well as in others that might be 
named, the group was at the same time extending its great rail- 
way system by purchase and by alliance. In 1899 a syndicate 
composed of Gould, Schiff, Harriman, and Stillman, had pur- 
chased a controlling interest in the Chicago & Alton.8® In 1900 


® Roswell G. Rolston (president of the Farmers’ Loan and Trust Co., affiliated 
with Standard Oil, and likewise a National City man) became a director of the 
Western Union Telegraph Co. in 1897; James Stillman entered the board in 
1898 or 1899; while Henry M. Flagler and Charles Lockhart (both “original” 
Standard Oil men) and E. H. Harriman went in in 1900. 

© Fred P. Olcott and Robert E. Bacon were among the directors. 

® Bradstreet’s, May 20, 1899, Vol. XXVII, p. 306; September 30, 1899, Vol. 
XXVII, p. 612. 

82 Commercial and Financial Chronicle, April 15, 1899, Vol. LXVIII, p. 668. 

88 Concerning the Colorado Fuel and Iron Co., cf. Bradstreet’s, November and 
December, 1902; June and December, 1903. 

* Commercial and Financial Chronicle, September 5, 1903, Vol. LXXVII, 
p. 511. 

John D. Rockefeller’s name was first mentioned in place of Stillman’s 
as a member of the syndicate (cf. Commercial and Financial Chronicle, February 
11, 1899, and Bradstreet’s, February 25, 1899). An investigation of the Inter- 
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Harriman, Stillman, and Gould combined to buy out the Kan- 
sas City Southern *°—a road which had been a disturbing factor 
in the western rate situation. 

The facts just mentioned are important in that they bear 
witness to a growing community of interests between the Stand- 
ard Oil and the Gould adherents. But the events of the next 
few months were to be of even greater significance. In 1901 the 
Harriman-Kuhn-Loeb syndicate, on behalf of the Union Pacific 
(which was dominated by Standard Oil), acquired control of the 
Huntington-Speyer interests in the Southern Pacific for $40,- 
000,000 or $50,000,000 **—a purchase which added greatly to 
the power of the group in the western railroad world. The 
same year was marked by the entrance of Standard Oil into the 
Northern Pacific under the leadership of Harriman.** The raid 
which resulted in their gaining control of the stock *® and secur- 
ing, as they thought, a “say-so” as to the disposal of the Chi- 
cago, Burlington & Quincy (the joint purchase of the Great 
Northern and Northern Pacific) was a short-lived victory. 
Morgan and his allies still held a majority of the common stock, 
which carried with it a provision to retire the preferred holdings 


at any time at par. This they threatened to do, and the result 
was a compomise—the formation of the Northern Securities Co. 


state Commerce Commission (New York City, January 6, 1907) brought out the 
fact that the Chicago & Alton is now under the joint control of the Chicago, 
Rock Island & Pacific Railway and the Union Pacific (one road having charge 
of it one year; the other, the next). The present arrangement grew out of a 
contract between Harriman and Leeds (of the Moore group) entered into in 1904 
for a period of fourteen years. 

* Bradstreet’s, November 3, 1900, Vol. XXVIII, p. 692. 

* Ibid., February 9, 1901, Vol. XXIX, p. 84. 

“It is probable that Standard Oil men had an interest in the Northern 
Pacific prior to this time. They were creditors of the road when it went into 
bankruptcy in 1893; F. T. Gates ( a representative of John D. Rockefeller) and 
James Stillman were members of a committee to arrange for a collateral trust 
agreement to extinguish the floating debt (cf. Commercial and Financial Chronicle, 
May 20, 1893). Subsequent to the reorganization, John D. Rockefeller and 
James Stillmen were mentioned as members of the new board (ibid., October 
17, 1896). Rockefeller’s name did not appear thereafter, however, but Stillman 
continued as director, and in 1897 Oliver H. Payne also became a member of 
the board. 

Commercial and Financial Chronicle, May 11, 1901, Vol. LXXII, p. 936; 
October 12, 1901, Vol. LX XIII, p. 783; October 19, 1901, Vol. LXXIII, p. 843. 
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(November, 1901), in which all three interests involved—Stand- 
ard Oil, Morgan, and Hill—were represented. The Northern 
Securities Co. is an illuminating example of a corporation 
organized purely and simply to secure a unification of the invest- 
ment interest concerned®°—quite as typical, indeed, as the 
United States Steel Corporation, a product of the selfsame year. 

It was in 1901, too, that Gould acquired control of the Den- 
ver & Rio Grande and the Rio Grande & Western.*! The next 
year he purchased the West Virginia Central and the Western 
Maryland,®* while shortly thereafter it was noised abroad that 
Standard Oil had acquired large holdings in a Gould road—the 
Missouri Pacific ®**—and that the two interests were working in 
harmony.°** 

As early as 1900 it had been rumored that Standard Oil 
men had entered the territory of the New York Central (the 
Vanderbilt stronghold). During 1904 their interests were mark- 
edly increased, while the relations between the Union Pacific and 
the New York Central came to be regarded as especially close. 
Furthermore, Standard Oil and Vanderbilt representatives were 
operating in joint control of the Delaware, Lachawanna & West- 
ern,®> and it may be fairly said that all the available evidence 
would indicate that there was a very substantial identity of inter- 
ests between the groups in question. 

In February, 1905, the Union Pacific secured a representa- 
tion in the Atchison, Topeka & Santa Fé®* (practically annexed 

* Ibid., June 1, 1901, Vol. LXXII, p. 1081; July 20, 1901, Vol. LXXIII, 
p. 138. 

™ Railway Age, May 17, 1901, Vol. XXXI, p. 531. 

* Bradstreet’s, July 12, 1902, Vol. XXX, p. 436. 

*% Ibid., September 13, 1902, p. 578. The appearance on the director- 
ate of the Missouri Pacific of E. P. Prentice (John D. Rockefeller’s son-in-law), 
F. T. Gates, and John D. Rockefeller, Jr., woud tend to verify reports as to 
stock purchases. Cf. Poor’s Manual of Railroads. 

“Cf. Bradstreet’s, September 13, 1902, Vol. XXX, p. 578. A statement was 
likewise made with reference to another road as follows: “St. Paul, as is well 
known, is dominated by Standard Oil.” 

* Cf. Commercial and Financial Chronicle, February 24, 1894, Vol. LVIII, 
Pp. 345; cf. also Moody’s Manual of Corporation Securities, 1904, for list of 


directors; and note 24 of this article. 
%In the persons of H. H. Rogers and H. C. Frick. It has been recently 


divulged that the Oregon Short Line owns $10,000,000 of preferred stock of 
the Santa Fé, bought since July 1, 1906. 
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it in all probability), and thus added materially to the mileage 
of the so-called Harriman system of railroads. There is no 
doubt that Standard Oil was back of a notable and very recent 
victory won by Mr. Harriman, who led the fight against the 
president of the Illinois Central, whom he succeeded in deposing, 
thereby demonstrating the power which he and his backers could 
exert in controlling the policy of the road.®” It is quite probable, 
therefore, that the Illinois Central will soon by common consent 
be added to the already long list of Harriman or Standard Oil 
roads; while it seems likely, in view of recent developments, that 
the Baltimore & Ohio is also within the system.°* 

The conclusion that must be reached in any case even after 
a superficial review of the facts, is that the financial interests in 
control of the great railroad systems of the country have become 
connected in one way or another in almost inextricable fashion. 
Furthermore, it looks as if the Harriman (Standard Oil) and 
the Morgan groups are coming to hold first place among these 
various interests, and indications are not lacking to support the 
belief that the Standard Oil group may one day come to occupy 
the position of chief control. At any rate, its aggressive policy 
has thus far been exceedingly successful, and the scope of its 
influence has grown with surprising rapidity. To mention the 
most notable of its achievements, it has within the space of a 
few years acquired control of the Huntington properties, allied 
itself to some extent with the Goulds,®® secured a portion of the 
Vanderbilt holdings, encroached upon the Morgan-Hill territory, 
and made its way into other roads less closely identified with 
particular groups. 

The unification of the banks and other financial institutions 


“In a recent hearing before the Interstate Commerce Commission (New 
York, January, 1907) it was learned that the Oregon Short Line (part of the 
Harriman system) owned securities of the Illinois Central to the amount of 
$28,123,100, which had been acquired since July 1, 1906. The same road also 
holds $39,540,600 of the stock of the Baltimore & Ohio, also acquired since last 
July. It was rumored some months ago that Harriman was buying heavily of 
the stock of the B. & O. 

* Cf. above. 


* Since George J. Gould decided to build the Western Pacific his relations 
with Harriman are apparently not so close as formerly. Cf. recent hearing 
(January, 1907), Interstate Commerce Commission (New York City). 
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of the country which has progressed rapidly since 1897 presents 
another striking illustration of the general tendencies of the time; 
(or, more correctly perhaps), reflects the general trend of devel- 
opment. It is, as I have said elsewhere, but one aspect of the 
general movement toward an extension of investment interests, 
together with a concentration of group control which has been 
so characteristic of late years. Since extensive banking connec- 
tions are the sime qua non of such financial operations as are 
undertaken by the large groups of investors, an alliance of the 
banks that furnish support to one group with those that are 
identified with another becomes in consequence exceedingly sig- 
nificant. In short, it implies, or at any rate, looks toward, a 
union of a more general sort than has thus far been dealt with— 
that is, a union of individual groups of financiers designed to 
cover in its scope miscellaneous investment interests. 

It is impossible in the present article to do more than touch 
upon this phase of the subject,!°° but it may be well to state that, 
as the Standard Oil group extended its investment activities and 
came into closer contact with other groups, the National City 
Bank began to contract new alliances, to admit representatives 
of outside interests to its directorate, and to purchase control of 
other banks, until today it stands at the head of one of the most 
powerful financial organizations in the country. Nor has the 
growth of this aggregation ceased, for each year the National 
City banks are becoming more closely allied with that other 
important chain of institutions, the so-called Morgan banks. 
The practically endless chain of interrelations that has thus been 
brought about points strongly in the direction of a complete uni- 
fication of control of these financial institutions to be concen- 
trated in the hands of that group of financiers who shall eventu- 
ally come to dominate the general investment field. 


Even such a cursory review of the situation from 1870 to 
the present as has been offered, leads then to the conclusion that 
the modern movement toward combination is much more com- 
prehensive than that of the preceding era. It oversteps the 
bounds of any single field of activity; and it is significant of this 


1° Cf. Journal of Political Economy, July, 1906, “The Growth of Financial 
Banking.” 
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fact that the public no longer cares to know whether a particular 
tobacco factory or sugar refinery, for example, is to be brought 
into a combination with other tobacco factories or sugar refiner- 
ies. The questions asked have come to be of wider scope, such 
as: “Are the Vanderbilts working in harmony with Morgan?” 
“Have the Goulds quarreled with Standard Oil?’ Information 
upon these points will send gas, electric, steel, street-railway, 
and numerous other stocks up or down, as the case may be. 
There is no use attempting to diagnose probable future develop- 
ments by setting up inquiries within the limits of any one industry 
as might have been done twenty or thirty years ago. It would 
be foolhardy to limit the field of investigation in such fashion, 
when there is always a probability that the policy to be pursued 
may be dictated by considerations quite apart from the circum- 
stances of any particular industry. 

This entire movement toward an extension of investment 
interests together with a concentration of group control, which 
has become especially marked during the past decade, is still in 
process of growth, and with its steady progress one is forced to 
the conclusion that, apart from governmental interference and 
considerations of general expediency, there is no inherent reason 
why an all-inclusive holding company might not be eventually 
formed, with the Standard Oil group of financiers, perhaps, in 
control. The fact that industries allied only in the slightest 
degree, if at all, would thus be brought together in one legal 
entity does not make the hypothesis the least untenable. It would 
be no more than an enlargement upon the holding company in its 
most highly developed modern form—such, for instance, as the 
North American Co., which, operating street-railway lines in 
several different cities, as it does, secures practically no more 
economies than if the constituent companies were entirely differ- 
ent in kind. Such an organization stands first of all for an alli- 
ance of investors, an elimination of heterogeneous minority inter- 
ests, and a concentration of control. It epitomizes, as it were, 
the possibilities of the whole modern movement toward a general 
centralization of interests. 

ANNA YOUNGMAN 


LovISsvVILLE 
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THE PRUSSIAN RAILWAY DEPARTMENT AND THE 
MILK SUPPLY OF BERLIN 


In February, 1903, and in February and June, 1905, the Statis- 
tical Department of Berlin made three investigations into the 
sources of ‘the milk supply of Berlin and its three immediate 
suburbs, Charlottenburg, Schéneberg, and Rixdorf.* In June, 1905, 
those cities had a population of 2,533,000; and they constituted 
the center of an aggregate population of upward of 3,250,000; 
which aggregate in turn, was increasing at the rate of 190,000 
people a year. 

The foregoing investigations showed that for all practical pur- 
poses the railway freight charges prohibit the importation of milk 
from points distant more than 75 miles;* that the railway freight 
charges are so high that it pays to utilize the courts and back-yards 
of Berlin, Charlottenburg, Schéneberg, and Rixdorf for the pur- 
poses of stabling milch-cows which supply 17 per cent. of the milk 
consumed in those cities ;* that the effect of the distance tariff— 

The results of the first investigation were published in Berliner Statistik, 
Heft 1; the results of the last two investigations have not yet been published, 
but the Statistical Deparment permitted me to read them in the manuscript form 
and to make extracts therefrom. 

? Proportion borne by the milk carried the following distances by rail to the 
total of milk carried by rail: 








Distance in Miles June, 1905 





~ 00 176... cccvccccccccscccces 
mported from Denmark...... 























DECEMBER, 


DECEMBER, 1902 DECEMBER, 1904 3904 





No. of | No. of No. of No. of 


Cows Population 


Dairies Cows Dairies 





Berlin 742 9,435 763 10,443 1,998,500 
Charlottenburg.............. 62 565 66 645 224,300 
Schoneberg 36 60 35 633 132,305 
Rixdorf 82 1,090 130,486 

















926 | 11,431 065 12,811 2,494,591 





299 





300 JOURNAL OF POLITICAL ECONOMY 


described in the issue of this Journal of April, t906—has been to 
concentrate within a distance of 56 miles of Berlin no less than 
85 per cent. of the dairy cows whose milk is sent to Berlin by rail. 

The following facts are added in order to enable the reader to 
appreciate the significance of the presence in Berlin in December, 
1904, of 763 dairies with a total of 10,443 cows. The Administra- 
tive County of London has an area of 121 square miles, and a 
population of 4,600,000, or 62 people to the acre. Berlin has an 
area of 25.4 square miles, and 116 people to the acre. In December, 
1905, there were in the Administrative County of London 4,602 
head of cattle, maintained in 251 dairies and cowhouses. The 
number of cattle had decreased year by year, from 6,253 head, 
kept in 353 dairies and cowhouses, in December, 1898.4 Cow- 
houses, slaughter-houses, and knackers’ yards, when maintained 
within the limits of the Administrative County of London, the 
London County Council deems “offensive” trades. 

Nor have the large German cities outside of Berlin anything 
like the number of cows that Berlin has.* Those cities still have 
something like the same number of cows that Berlin had when it 
was the size of those cities, and still could be supplied to a consider- 
able extent from dairies that sent their milk into the city hy wagon. 

In Nordamerikanische Eisenbahnen, in the course of an attempt 
to controvert an argument made by myself in Government Regula- 
tion of Railway Rates, Geheimer Ober-Regierungsrat W. Hoff and 
Geheimer Regierungsrat F. Schwabach have asserted that the 
railway charges had nothing to do with the presence of 9,435 cows 
in Berlin, in December, 1902. They have asserted that those cows 
produced all but exclusively milk for infants, children, and invalids, 
which milk sold at double the price of the milk brought in by the 
railways, and therefore did not compete with the latter. Since 
Berliner Statistik, which lay before Messrs. Hoff and Schwabach 
when they made the foregoing statement, stated that the dairy- 


* Statistical Abstract for London, 1906, Vol. 








Berlin (1902) 
Hamburg (1902) 
Munich (1902) 
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men of Berlin had reported only 4.3 per cent. of their milk as 
children’s milk, I inquired in person at the city’s Statistical Depart- 
ment whether Messrs. Hoff and Schwabach’s statement were 
accurate. The gentleman who had been in charge of the 
investigations of 1903 and 1905 assured me that the milk produced 
in Berlin and the milk brought in by railway were practically iden- 
tical in quality; that they sold at the same retail prices, and com- 
peted with each other. I mention this fact, partly because it is 
essential to the argument, partly because the incident illustrates the 
peculiar nature of the arguments by means of which Wirklicher 
Geheimer Ober-Regierungsrat von der Leyen and Messrs. Hoff 
and Schwabach, in Germany, and Professors B. H. Meyer 
Frank H. Dixon, and Willard Fisher, in America, have sought 
to support their statements, oral and written, that the author of 
Government Regulation of Railway Rates had misrepresented 
facts, and was in truth little better than a charlatan. 


The Bund der Landwirte is one of the most powerful political 
organizations in Germany existing for the purpose of promoting 
class and sectional interests as distinguished from the national well- 
being. At one end it consists of peasants; at the other end it con- 


sists of members of the landed aristocracy. Its purpose is to 
secure legislation which shall arrest the decline in the prices of 
farm products and farming land which has resulted from the 
improvement in the means of transportation by land and by sea 
effected since, say, 1860. In the year 1900 the Brandenburg mem- 
bers of the Bund der Landwirte, under the leadership of Mr. 
Ernst Ring, a prominent Conservative member of the Prussian 
diet, organized the Berliner Milch-Centrale. Upon the retirement 
of Mr. Ring, in 1905 or thereabout, Mr. Diedrich Hahn, chairman 
of the Bund der Landwirte, became chairman of the Berliner 
Milch-Centrale. Bodies similar to the Berliner Milch-Centrale 
were organized in other parts of Germany under the auspices of 
the Bund der Landwirte. 

The members of the Berliner Milch-Centrale obliged themselves 
not to sell milk to the retail dealers of Berlin at less than 13.5 pfen- 
nige per liter; the retail price of milk being 18 pfennige for milk 
sold across the counter, and 20 pfennige for milk delivered at the 
door. Before the formation of the Centrale the wholesale price of 
milk delivered at the railway stations in Berlin had been about 
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II to 12 pfennige. In order to protect its members, the Centrale 
agreed to purchase all the milk which the members should fail to 
sell to retail dealers at 13.5 pfennige. The Centrale converted the 
purchased milk into butter and cheese, and assessed its members for 
the purpose of making good any losses incurred in the aforesaid 
manufacture of butter and cheese. At first the assessment was 
fixed at 0.5 pfennig per liter produced by each member; subse- 
quently it was raised to 1.5 and 2 pfennige. 

The retail dealers organized a counter-movement, pledging 
themselves not to pay more than 12.5 pfennige per liter. There 
ensued the so-called milk-war, which dragged on for many years. 
The Centrale finally sold milk at retail, from street wagons as well 
as from shops. The retail dealers appealed to the Railway Depart- 
ment for such reductions in freight charges as should make it 
possible to ship milk into Berlin from points distant 187.5 miles. 
A large retail dealer offered to undertake to induce farmers distant 
as far as 187.5 miles to supply milk for Berlin; but the Railway 
Department declined to co-operate with him,® or to grant any 
reductions whatever in rates. The leading commercial organiza- 
tions of Berlin, the Aeltesten der Kaufmannschaft and the Cham- 
ber of Commerce, supported the request for railway rates which 
should permit milk to be shipped from points distant 187.5 miles. 
They stated that the increase in the supply of milk which would 
follow upon such a reduction of freight charges would lower the 
retail price of milk in Berlin, and that the increased supply was 
demanded by public necessity and convenience. They added that 
the concession in question would benefit also the distant dairyman, 
who at present was obliged to sell his milk locally at comparatively 
low prices, either for local consumption or as raw material for the 
manufacture of butter and cheese. Similar requests for reduced 
freight rates, as well as for the transportation of milk in refriger- 
ator cars and special milk trains,’ the aforesaid commercial bodies 
had expressed as far back as 1895 and 1896, when the wholesale 

® Berliner Jahrbuch fiir Handel und Industrie: Bericht der Aeltesten der 
Aaufmannschaft von Berlin, 1902, Part II. p. 32. 

* Berliner Jahrbuch fiir Handel und Industrie: Bericht der Aeltesten der 
Kaufmannschaft von Berlin; 1895, p. 130; 1896, p. 145; 1901, Part I, p. 11, and 
Part II, p. 54; 1902, Part II, p. 32; 1903, Part II, p. 94; Part, pp. 120-22; 1905, 
Part II, pp. 146, 147; and Jahresbericht der Handelskammer zu Berlin, 1903, p. 
434; 1904, p. 406; and 1905, p. 329. 
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price of milk delivered at the railway stations in Berlin had been 
10.5, 11, and 12 pfennige per liter.® 


The refusal of the Railway Department to grant the reductions 
in freight charges demanded by the leading commercial bodies in 
1895, 1896, and in 1901 to 1905, was due to the unwillingness of 
the Railway Department to precipitate a conflict of interests 
between the near-by producer and the distant producer. The fact 
that the Bund der Landwirte desired to raise the price of milk by 
limiting the production for the Berlin market also was a factor 
that influenced the Railway Department. The whole episode 
simply was one of those innumerable ones, now large, now small, 
which one finds whenever one looks beneath the surface in one’s 
investigations into Prussian railway rates and Prussian conditions 
of trade and industry. The making of railway rates by govern- 
ment, through the state ownership of the railways, has brought the 
element of politics into innumerable Prussian rate questions. The 
government of Prussia, even though it is an enlightened despot- 
ism, has not its being in a vacuum, but in a medium of politicians 
and politicians’ constituencies. 


The annual report for 1904 of the Aeltesten der Kaufmann- 
schaft von Berlin stated that there was no prospect of the Railway 
Department granting the reduction in the freight charges that had 
been demanded time and again. 

In the latter part of 1904 the Association of Berlin Milk- 
Dealers began the importation of milk from the Danish islands of 
Falster, Laaland, and Seeland, said milk being carried a little over 
190 miles. At the same time the association announced that, upon 
the completion of the tank-cars that were building, it would import 
milk regularly from the mainland of Denmark, or Jutland, Sweden 
and Holland in the north and east, as well as from Bohemia in the 
west. It expected to establish the price of milk at the railway 
stations in Berlin at 11.5 pfennige per liter. The Danish state rail- 
ways had agreed to take milk shipped in tank-cars on the same 
terms as petroleum, acids, wine, mineral waters, and other specific- 
ally enumerated articles are taken when shipped in tank-cars and 


®In 1905 the railway milk was brought into Berlin as follows: 70 per cent. 
by fast freight trains; 20 per cent. by ordinary freight trains; and 1o per cent. 
by passenger trains. 
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imported into Germany from adjacent countries. The Danish state 
railways apparently assumed that the Prussian Railway Department 
would co-operate with them in that policy; they made no inquiry 
of the Prussian Railway Department until the first shipment of 
milk in tank-cars had been started on its way to Berlin. Liquids in 
tank-cars in international trade are charged freight on the basis 
of their net weight. The reduction in the freight charge on milk, 
should the latter be charged only on the basis of its net weight, 
together with the saving in the wear and tear of cans through the 
use of tanks, was estimated at 1 pfennige per liter, or 7 to 8 per 
cent. of the wholesale price of milk in Berlin in recent years. With 
that saving the retail dealers believed they would be able to organize 
and maintain a regular import trade in milk. 

No attempt was made to ship milk into Berlin in tank-cars from 
distant points in Germany; for there was no possibility of the 
Railway Department permitting the use of tank-cars for German 
milk on the basis of charging freight on the net weight of the milk. 

On September 18, 1905, arrived in Berlin the first tank-car 
carrying Danish milk. It came from Jutland, a distance of upward 
of 300 miles. For some time after that date each tank-car ship- 
ment of milk was received at Berlin by a squad of health officers 
accompanied by policemen in plain clothes; but it proved impossi- 
ble to establish anything against the purity and wholesomeness of 
the tank-car milk. In the middle of November, 1905, the Railway 
Department forbade the further use of tank-cars in the international 
milk traffic, on the ground that milk was not one of the articles 
enumerated in the tariff governing the shipment of liquids in tank- 
cars. After issuing the aforesaid order, the Railway Department 
took evidence and testimony upon the question of the shipment of 
milk in the international traffic in tank-cars. In the middle of 
December the Railway Department again permitted the use of 
tank-cars. But it imposed a freight charge on the weight of the tank, 
both coming and going, and thus effected the withdrawal of the 
tank-cars in February, 1906. 

In the fall of 1905, when the danger of a large import trade in 
milk being developed appeared real and serious, and even Ameri- 
can producers were considering the question of exporting milk to 
Germany, the Milch-Centrale announced that for the year ending 
with September 30, 1906, the members of the Centrale might con- 
tract to sell their milk at the railway station in Berlin at 12 pfennige 
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per liter, the official price of the Centrale up to that time having 
been 13.5 pfennige.® In October, 1906, when the threatened 
danger had been averted by the ruling of the Railway Department, 
the Centrale raised the retail price of milk from 18 pfennige to 20 
pfennige for milk sold across the counter, and from 20 pfennige to 
22 pfennige for milk delivered at the house. The Centrale, whose 
operations up to this time had resulted in a deficit of something 
like $1,500,000, hoped to pay off a part of that deficit through 
increasing the retail price of milk. In March, 1907, the retail 
prices of milk still were respectively 20 pfennige and 22 pfennige. 


Early in January, 1907, the Chambers of Commerce of Berlin 
and Hamburg petitioned the Railway Department to put milk on 
the list of articles which may be carried in tank-cars on the basis of 
the payment of freight charges on the net weight of the liquid 
carried.1° The petition was denied on the last day of February, 
1907. 

The argument of the Berlin Chamber of Commerce was as 
follows: The ruling of the Railway Department, together with 
the increased price asked by the dairymen of Jutland, had destroyed 
the importation of milk in tank-cars. The increasing difficulty of 
supplying Berlin from the limited territory which had been drawn 
upon in the past, made it necessary to draw upon East and West 
Prussia, Posen, eastern Pomerania, and, possibly, even upon Hol- 
land and Denmark, which latter countries now offered large sup- 
plies at reasonable prices. The tank carload rate would reduce the 
freight charge sufficiently to make it possible to draw on the 
enlarged territory aforesaid. Every summer and fall there was a 
serious searcity of milk; in 1906 even the large dealers had been 
unable to meet the demands of their customers. The recent increase 
in the demand for milk had been due mainly to the rapid growth 
of the large cities, but in part also to the spread of the practice of 
abstention from alcoholic indulgence. Even among workmen in 
the iron trades, the building trades, and other callings making 
large demands upon men’s physical strength, milk was beginning 
to compete with alcohol. It would promote the cause of temper- 
ance to have available at all times and at appropriate prices an ade- 

* Jahresbericht der Handelskammer zu Berlin, 1905, p. 329; and Berliner 
Jahrbuch fiir Handel und Industrie, 1905, Part II, p. 146. 


” Mitteilungen der Handelskammer zu Berlin, January 20, 1907. 
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quate supply of milk. Finally, while the large cities at present 
were inadequately supplied, the dairymen in the remoter country 
districts were unable to obtain from the local butter and cheese 
manufactories such prices as they would be able to command should 
their product be given access to large cities." 


In 1887, when the population of Greater New York was 
materially smaller than was the population of Greater Berlin in 
1905, the Erie Railroad was bringing milk to Greater New York 
from Summit, a distance of 183 miles; and the Ontario & Western 
was bringing milk a distance of 202 miles. In the ten years end- 
ing with 1895 the “railway” milk supply of Greater New York 
increased by 47 per cent., whereas the population increased only 
40 per cent. In the production of that increased supply of railway 
milk, participated but little the section of land comprised within a 
radius of 100 miles of New York by direct line. ? 

In 1905 milk was brought into Greater Boston, which had a 
population of about 1,c90,000, from points distant 213 miles. In 
that same year it was brought into Philadelphia, which had a popu- 
lation of 1,368,000, from points distant 353 miles. 


The foregoing facts prove beyond the possibility of controversy 
that, so far as the Prussian State Railway Department is concerned, 
the business of supplying Berlin with milk is done wretchedly. That 
is the verdict of the facts in the case—of the German facts no less 
than of the American facts. For, as will be remembered, from 
September 18, 1905, to February, 1906, the enterprise of the Berlin 
dealers in milk, actively supported by the enterprise of the Danish 
state railways, and unwillingly supported by the Prussian state 
railways, regularly maintained an import trade in milk into Berlin 
from points distant upward of 300 miles. And in January, 1907, 
no less a body than the Berlin Chamber of Commerce stated that, 
if the co-operation of the Prussian state railways could be secured, 
a regular trade from points distant 300 miles, and more, could be re- 
established. The wretched conditions under which Berlin is supplied 
with milk are in no way due to lack of enterprise on the part of the 
milk-dealers of Berlin; nor are they in any way due to any lack of 
technical efficiency on the part of the Prussian state railways. Those 
wretched conditions are due solely to the fact that under the mak- 


™ Mitteilungen der Handelskammer zu Berlin, January 20, 1907. 
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ing of railway rates by government in Prussia it has been found 
politically necessary to make railway rates very largely on the 
principle that “the natural disadvantages of the more distant pro- 
ducers” may not be “overcome,” lest “the producers nearer the 
market” be “denied recognition of their more favorable location,” 
to use the words employed by the Interstate Commerce Commission 
in Milk Producers’ Protective Association v. Railways. 
Huco R. Meyer 


Beruin, March 1, 1907 
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The Tariff and the Trusts. By FRANKLIN Pierce. New York: 
The Macmillan Co., 1907. Pp. xi+387. 

Attacks upon graft, special privilege, and extortion are popular 
these days, and the book before us seems primarily intended to dis- 
close such evils of this sort as the author believes are to be laid at 
the door of the protective tariff. Its object, he tells us, 
is to supply in simple form a clear statement of the flagrant wrongs of thit 
[the Dingley] tariff. It is idle with such a tariff existing to attempt a dis- 
cussion of the general question of free trade. Simplification is the keynote to 
every issue with a moral core, and the simple but comprehensive question 
which we shall discuss is the injustice of the Dingley Tariff I have 
therefore sought in this volume to present an array of concrete facts which 
condemn our tariff; and to present them so fairly and candidly that my read- 
ers, forgetting their party alliances, will remember only that they are citizens 
of this great democratic Republic, which will live as long only as it secures to 
its people equality of opportunity and protection from oppressive monopolies 
(pp. v, vii). 

The book is frankly based on secondary sources, apparently not on 
very many, and is written for the general public, not for the student. 

Starting out with an explanation of the conditions which con- 
front industry in this country, the author attributes our superiority 
in manufacturing to the energy, enterprise, and inventive talent of 
our people, the extensive use of machinery, our rich natural 
resources, and low taxes. Yet, in spite of these advantages, “the 
United States Government has been picking out favorites and 
bestowing upon them special privileges through the tariff,” result- 
ing in such excesses as are pointed out in the cases of the duties on 
wool and woolens, iron and steel, tin plate, sugar and glass, which 
allow “powerful industries to extort from the people of a country 
billions of dollars in enhanced prices” (p. 44). 

One chapter is devoted to the trusts, the most unsatisfactory 
one in the book, wherein the author declares: “Our protective 
tariff is the genesis of the trust. The trust comes out of it as 
naturally as fruit from blossom” (p. 51). It is elsewhere admitted 
that “there are other causes for the existence of combinations aside 
from protective tariffs” (p. 56), but they receive practically no 
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further notice. The author continues: “Hundreds of other trusts, 
not so vast as the steel trust, but just as oppressive in their extor- 
tions, have been formed to avail themselves of the tariff (p. 74) ; 
and he adds a list of trusts “fostered by the tariff,” including the 
“Meat Trust,” the Standard Oil Company, the International Har- 
vester Company, and the Diamond Match Company. The trusts 
are burdened with the responsibility for the growing separation 
between the laborer and the employer, as well as for the growth of 
trade unions, while they will ultimately lead to state socialism. It is 
useless to criticize this in detail. Admittedly the abolition of the 
tariff would help to check the extortions of certain monopolies; 
nevertheless, the general impression of the trusts which one here 
obtains is hopelessly one-sided and superficial, showing the most 
inadequate study and a total failure to grasp the absolutely funda- 
mental aspects of the problem. 

In contrast with the preceding, the chapter entitled “Protective 
Tariffs and Public Virtue” is the best in the book, developing as it 
does, a phase of the tariff question which the general public so 
commonly overlooks. Here we are told that “these seekers after 
protective tariffs have been corrupting both themselves and our 
public men.” 


A more stupendous instrument for corrupting congressmen than the lodg- 
ing of this power in them was never conceived by the perverse ingenuity of 
man (pp. 117, 118). Our country will never go down in the momentous sweep 
of battle; but it will as surely die from corruption as the moral law pervades 
the universe, if these conditions continue to exist (p. 127). 


Other evils for which the tariff is held responsible are—control of 
newspapers by special interests and trusts, wasteful expenditures 
by the government, the destruction of patriotism, increasing cen- 
tralization, and the undermining of free government. The picture 
is overdrawn, but it deserves most serious reflection. 

Another chapter explains how the tariff and our “barbarous 
navigation laws” are responsible for the decline of American ship- 
ping. Still others are devoted to “Talks with Manufacturers, 
Laborers, and Farmers,” wherein are pointed out the usually 
described disadvantages under which these classes suffer as a result 
of the protective tariff, while the author also seeks to disclose the 
fallaciousness of the blessings frequently supposed to be derived 
from it. After accounts of “Our Tariff History,” “How England 
Got Free Trade,” and “The Tariff in Germany,” in each case mainly 





310 JOURNAL OF POLITICAL ECONOMY 


summarizing a single book, we come to “The Remedy.” This is 
found in the abolition of the protective tariff, and the consequent 
prevention of trust extortions; and is to be obtained through a 
rebirth of patriotism among the people, their organization outside 
of party lines for the discussion of these evils, and finally the sub- 
mission of the question to a referendum vote. 

It is to be regretted that the “fair and candid presentation of 
facts’’ which the author sought to attain is sadly marred by a use of 
statistics showing either gross carelessness or ignorance of econom- 
ics, as well as by conclusions of the most illogical character, abso- 
lutely unwarranted by any evidence presented. Thus because Dun’s 
figures for the per capita wholesale cost of living were $73.455 on 
July 1, 1897, and $106.794 on June 1, 1906, showing an increase of 
47.4 per cent., our author immediately declares: 

These are only a few simple figures, but it is sometimes interesting to 
have the painful testimony of our weekly bills confirmed by statistics, and 
no elaborate exhibit could carry a more convincing indictment of the oppres- 
sion of monopoly (p. 18, and similarly p. 208). 

Comment is superfluous. The argument that the tariff aids the 
laborer is presumably annihilated by adducing the fact that the per- 
centage of increase of the men employed in factories and the 
amount of their wages and salaries did not increase as rapidly 
between 1890 and 1900 as during the previous decade, although the 
years 1890 to 1900 included the McKinley and Dingley tariffs, 
when the duties paid on dutiable articles averaged higher than under 
the Tariff Act of 1883 (p. 204, and similarly p. 195). Such reason- 
ing, whether the final conclusion be right or wrong, reflects little 
credit on a member of the bar. Again, because he finds the state- 
ment that according to the Census of 1900 17% per cent. of the 
cost of manufactured articles is the proportion which the laborer 
receives, while the average duty paid on dutiable imports averages 
about 50 per cent., we are told that 

the American people pay the trusts in increased price more than the entire 
labor cost of the article for the purpose of taking care of the difference 
between the cost of your labor and that of your foreign competitor (p. 212). 
It is interesting to note that the Census of 1900 (Vol. VII, p. 
ccxvi) says: “It is not possible to ascertain from the census statis- 
tics the so-called labor cost of production.” For such use of statis- 
tics as the above there can be no warrant. Examples might be 
multiplied, but enough has been given to indicate the unreliability 
and biased character of the book’s conclusions. 
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Thus, although the volume brings out many facts with which 
one could wish that the public might become acquainted, still it 
must be set down as simply another addition to the long list of 
partisan writings on this vexed question—a question the satis- 
factory and ultimate solution of which is to be obtained only 
through most cautious, thorough, and judicious study. Hence we 
conclude that even among the staunchest of free-traders a book of 
this character could be welcomed only by the most short-sighted. 


CHESTER W. WRIGHT 
CorNELL UNIVERSITY 


John Sherman. By THeEopore E. Burton. [American States- 
men,” Second Series.] Boston: Houghton, Mifflin & Co., 
1906. I2mo, pp. 429. $1.25 net. 

The active political life of Mr. Sherman covered a period of 
forty-three years, extending from 1855 to 1898. During this well- 
nigh half-century he was a prominent figure in political affairs. 
The story of his life is intimately connected with the financial and 
political history of the United States during these years, with which 
history Mr. Burton shows himself to be familiar. 

Mr. Sherman entered his political career about the time of the 
disintegration of the Whig party. During the six years of his 
service in the House, he became one of the most prominent leaders 
of the new Republican party, being chosen as its candidate for 
speaker. With his election to the Senate in 1861 he entered upon 
sixteen consecutive years of service in a new field. This period, 
and the four years following, as secretary of the treasury, formed 
the most conspicuous portion of his career, the one in which the 
major part of his constructive work in legislation and in adminis- 
tration was accomplished. The financial problems arising out of 
the war were extremely difficult, and in connection with these Mr. 
Sherman’s chief services were performed. His greatest triumph, 
of course, was in effecting the resumption of specie payments in 
1879 under his administration of the Treasury. Due emphasis is 
laid upon this by the author, and the financial skill displayed in 
funding the national debt is pointed out. 

The author, although recognizing somewhat fully the evils of 
an irredeemable paper currency, argues that the position taken by 
Mr. Sherman in supporting the first issue of legal-tender notes was 
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justified. That “more buoyant business conditions” were caused by 
the issue he asserts to be true, and adds: 

The measure, however, does not rest for its justification upon any such 
foundation as this, but rather upon the substantial basis of necessity (p. 111). 
This well-known “necessity” argument is thus again pressed into 
service, despite the fact that its fallacy has been several times 
pointed out.* 

The charge of inconsistency, which has been so often brought 

against Mr. Sherman, is not denied. “His changes of attitude were 
not in all instances free from apparent regard for political expedi- 
ency” (p. 421). His advocacy in 1868, which was afterward 
abandoned, of forcing the holders of bonds to exchange them for 
others bearing a lower rate of interest, under penalty of receiving 
payment of the principal in greenbacks, is noted; also his change 
from desiring the greenbacks withdrawn entirely to wishing them 
retained permanently as a part of the circulation; but it is argued 
that for these and other changes 
no adequate explanation can be given except that they were due to a habit of 
his mind. He did not aways change his tack with changes of the tide. 
His political vacillation and trimming to suit public opinion is 
evidenced in his attitude on the silver question. He saw clearly 
enough the impracticability of the free coinage of silver, and argued 
against it in 1877; opposed the Bland-Allison Bill in 1878; 
and yet the Sherman Silver Act of 1890 was a direct concession to 
the silver interests and party feeling. His partisanship is defended 
by the political standards of the time, which is perhaps as strongly 
put as the case will bear. 

Some minor errors may be noted. On page 179, where $319,- 
000,000 is given as the amount of greenbacks in circulation on 
July 1, 1867, the true figure should be $369,000,000. “Chinese 
citizens” (p. 326) should, of course, be “Chinese subjects.” 

It is a creditable biography, written by one in full sympathy 
with the political ideas of Mr. Sherman, but free, on the whole, 
from undue bias. The binding and press-work are worthy of the 
firm whose imprint the volume bears. Evcens B. Patron 

UNIverRsItTy oF CHICAGO 

*See especially the careful study by Don C. Barrett, “The Supposed Neces- 
sity of the Legal Tender Paper,” Quarterly Journal of Economics, Vol. XVI, pp. 
323-54; also J. Laurence Laughlin, Report of the Monetary Commission (Chi- 
cago, 1898), p. 406; W. C. Mitchell, History of the Greenbacks (Chicago, 1903), 
pp. 48, 50, 73, 74. 
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Problems of Empire. Papers and Addresses by the Hon. T. A. Brassey. 
London: Arthur L. Humphreys, 1906. 8vo, pp. x+218. 


A popular edition of the author’s papers and addresses first published in 
book form some two years ago. The chief economic interest lies in the discus- 
sion of imperial preference and tariff reform. The author, who “preached 
preferential trade within the empire some years before Mr. Chamberlain,” is a 
staunch imperialist, whose writings have commanded the respect of Englishmen 
irrespective of party affiliations. 


The Development of Western Civilization: A Study in Ethical, Economic, 
and Political Evolution. By J. Dorsey Forrest. Chicago: University of 
Chicago Press, 1907. 8vo, pp. xii+406. 


As the scope of Professor Forrest’s study of western civilization is wide, 
extending over the whole field of European social history, and as the point of 
view of the author is rather that of the social philosopher presenting an analysis 
of that history “on the basis of their ethical, economic, or political values,” 
than that of the economist, comparatively little space is devoted to purely 
economic discussion. The author’s originality lies rather in his analysis of social 
evolution than in the uncovering of new historical material. One chapter is 
devoted to the “Development of Commerce,” including an account of the rise of 
the towns, the guilds and commercial leagues of the Middle Ages. Other topics 
of economic interest are the economics of the church and the industrial 
revolution. 


The Spirit of American Government: A Study of the Constitution: Its Origin, 
Influence and Relation to Democracy. By J. ALLEN SmitH. New York: 
The Macmillan Co., 1907. 8vo, pp. xv+4o9. 


This last volume in the “Citizen’s Library of Economics, Politics, and Sociol- 
ogy” is mainly a discussion of those constitutional checks upon the free rule of 
the majority in our political organization to which the author attributes many of 
the evils and much of the corruption ordinarily associated with democracy itself. 
The spirit of the Constitution is stated to be inherently undemocratic, since it 
places obstacles in the way of majority rule. Operating under these limitations 
universal suffrage does not insure majority rule, which is conceived to be an 
essential condition of pure democracy. While the author devotes himself mainly 
to consideration of our political organization, certain sections are given up to a 
discussion of such economic problems as are involved in government regulation 
of industry, municipal ownership, and labor legislation. The conservative policy 
of the Supreme Court is regarded as one factor in the corruption of state 
governments. 


The Politics of Utility: The Technology of Happiness Applied. Being Book 
III of the “Economy of Happiness.” By James Macxkaye. Boston: 
Little, Brown & Co., 1906. 8vo, pp. xxi+179. 


The Politics of Utility is an arraignment of the capitalistic system of 
industry on the ground that it does not insure an excess of happiness over 
unhappiness. The author proposes a modified socialistic programme of public 
ownership of the means of production, and naively suggests the purchase by the 
government of the means of production, through the issuing of non-transferable, 
non-inheritable, low-interest-bearing bonds, or of bonds upon which the rate 
of interest shall be gradually diminished through a period of thirty years. This 
is not regarded by the author as being confiscation of property. “The means of 
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production could,” he believes, thus, “be gradually restored to the community 
which created them without any violent disturbance of private interests,” and a 
system of “pantocracy”—which would appear to be a régime of socialism—estab- 
lished, which should insure universal happiness. 


Transactions of the National Association of Cotton Manufacturers. 


Semi- 


Annual Meeting, September 12 and 13, 1906. Boston: Office of the Asso- 


ciation, 1907. Pp. 352. 


Tke papers presented at this meeting of the Association of Cotton Manu- 
facturers include a discussion of “The Recent Progress of Textile Education in 
the United States,” “The Handling and Marketing of Cotton by the Growers,” 
“The Outlook for the Cotton Grower,” “Egyptian Cotton,” “Child Labor in the 
Textile Factory,” together with several discussions of technical processes and 


improved methods of manufacture. 
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